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L.ditortal Comment 


, oe close relation between engineering and ac- 
counting, especially accounting for fixed assets, 
is emphasized by Major J. Calvin Shumberger in an 
article which appears in this number of THE Con- 
TROLLER. The author of this article, speaking for the 
larger industrial, utility and mercantile companies, 
expresses the belief that a controller's department 
should include an engineer, under the direction of 
the head of the controller’s department. This is on 
the same principle that it is more economical to em- 
ploy competent accountants and auditors on the in- 
ternal staff of a company than it is to permit most of 
the accounting and auditing work to be done by men 
engaged on a consulting or professional basis from 
outside the company. 

One very large company whose controller is 
regarded as a leader in this field has a staff of half a 
dozen or more engineers, working under the direc- 
tion of the controller. These engineers concern 
themselves primarily with the physical assets of the 
company, their condition, the need for repairs and 
improvements, and the economy of scrapping them 
for new equipment when their usefulness diminishes. 

Of late much has been heard of companies which 
have engaged firms of engineers to examine their 
inventories, thus entailing a new fee for professional 


service. An engineer on a salary basis, attached to the 
staff, might prove to be the answer to this problem. 
Between the supervision and regular inspection of 
physical assets, property, machinery, and the like, 
on the one hand; and the checking of inventory 
items on the other, an engineer could probably be 
kept busy on a basis that would prove a real econ- 
omy to a business concern, working under the su- 
pervision of the controller. This is a plan that long 
has been advocated by Major Shumberger. He is not 
alone in his belief that this is sound practice. 

As with other professional services, the point at 
which the engaging of men on a salary basis becomes 
economical is determined by the size of the company 
and the amount of such work to be done. Here again, 
large size spells economy of operation. Sometimes 
the fees charged by professional men seem dispro- 
portionately large and entirely out of line, in the 
cases of companies with small capital and turnover, 
and officers who are honestly trying to protect the 
interests of stockholders by holding such fees to a 
minimum are often deeply concerned over this condi- 
tion. The disparity between the fees and the size 
of the company often is disheartening. 

This is a condition which an alert controller can 
assist in curing. 
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What Are Controller’s Duties? Business 
World Now Wants To Know 


By Arthur R. Tucker 


Managing Director, Controllers Institute of America 


An encouraging curiosity as to what 
the commonly accepted duties of a 
controller are, as to where he should 
stand in his company, and as to what 
authority he should have, has been 
shown of late by officers of many com- 
panies, by directors, attorneys, public 
officials and public accountants, as a 
result of recent happenings in the busi- 
ness world, involving sudden disap- 
pearances of assets, and incorrect finan- 
cial reports. ‘ 

What is a controller? What are his 
functions under a modern setup ? These 
questions are being asked on all sides. 

The answers to the questions were 
made public six years ago by The Con- 
trollers Institute of America, when it 
promulgated its definition of the duties 
and responsibilities of a controller. 
Publication of the definition at that 
time aroused considerable interest, but 
that interest was mild compared with 
the intense studies of the responsibili- 
ties of controllers which are being 
made by many executives and directors 
of corporations and by public officials 
today. They are now eager to learn all 
they can concerning the functions of a 
controller, and what duties should defi- 
nitely be assigned to him. 

To the credit of American business 
concerns it must be said that the ofh- 
cers of hundreds of them already 
know, and have known for years, what 
a controller’s duties are, and have es- 
tablished setups and practices which 
effectively arm the controllers of their 
companies with authority to carry them 
out. But there are additional hundreds, 
if not thousands, of companies whose 
officers either have had no clear con- 
ception of what the functions of a con- 
troller should be, or have not troubled 
to take the steps necessary to set up 
controllers as officers in their com- 
panies, to define their duties, and to 
clothe them with authority sufficient 

eet their responsibilities. It is this 

~ of companies which are 


now making inquiries. The necessity 
of setting up safeguards against dissi- 
pation of a company’s assets has been 
emphasized by recent happenings. Con- 
trollership setups are being examined 
carefully with a view to strengthening 
them whenever it is found to be neces- 
sary. 

The Securities and Exchange Com- 
mission is among those who recently 
asked The Controllers Institute of 
America what its conception is of the 
duties and responsibilities of a con- 
troller. This information was wanted 
for inclusion in the record of the hear- 
ing which the commission is conduct- 
ing in a case which recently came to 
public notice. 


INSTITUTE’S DEFINITION OF DUTIES 


In reply, The Controllers Institute of 
America made available to the com- 
mission its definition of what it be- 
lieves the duties, responsibilities, rank, 
and authority of a controller should be 
—the definition published by The In- 
stitute, in June, 1933. The material 
was made available for incorporation 
in the record of the commission’s hear- 
ing. The Institute’s statement: 

“The usual duties and responsibili- 
ties of a controller have been defined 
and published by The Controllers In- 
stitute of America. The definitions 
were compiled early in 1933 by a com- 
mittee of The Institute, which made 
wide inquiries extending over a period 
of more than six months, during which 
statements were obtained from con- 
trollers of large, medium and small 
companies, in diversified lines of busi- 
ness—manufacturing, banking, _ rail- 
road, utility, and miscellaneous. 

“The information obtained was ana- 
lyzed carefully, collated, and finally put 
into a simple form. It embraced six- 
teen items, and later a seventeenth was 
added. The Board of Directors of The 
Institute went over the committee’s re- 


124 


port carefully, amending, adding to, 
and deleting some portions, and giving 
special attention to phraseology, with 
the result that the finished statement 
gave considerable information in con- 
densed form. 

“The statement suggests that pro- 
vision for the office of controller be 
made in the by-laws of a corporation, 
and two suggested forms for inclusion 
in by-laws were given; one a brief 
description of the duties of a control- 
ler, and the other a longer form in 
which the duties of a controller were 
enumerated and defined. 

“Since 1933 some changes in prac- 
tice have occurred, with the result that 
the scope of the controller's authority 
is believed by many to be much more 
clearly defined today than it was in 
1933, and in many cases enlarged. 

“The full text of the report ap- 
proved by the Board of Directors of 
The Institute is as follows: 


INTRODUCTION TO ORIGINAL REPORT 


“When the Controllers Institute of 
America was formed late in 1931, it 
was the thought of its officers and 
members that one of its first under- 
takings should be to bring some de- 
gree of order and uniformity out of 
the unorganized and widely divergent 
thought and practice which has pre- 
vailed with respect to the authority, 
duties, rank and responsibilities of the 
controller. 

“The office of controller is of com- 
paratively recent occurrence in Ameti- 
can business management. It is not 
surprising therefore that its evolution 
should have taken place without an 
organized attempt having been made 
at standardization or regulation and it 
can readily be appreciated that such 
divergent views should exist. 

“The Institute’s Committee on Pro- 
fessional Standing, composed of B. G. 
Smith, controller of E. R. Squibb & 
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Sons, chairman; H. G. Kessler, con- 
troller of Commonwealth & Southern 
Corporation, and Leroy V. Porter, 
controller of the New York Central 
System, was requested to make a survey 
of the situation and submit its recom- 
mendations for the consideration of 
the Directors of The Institute. 

“The committee studied the prob- 
lem for several months, assembled ma- 
terial from many sources, and its find- 
ings, which have been approved by 
The Institute, are presented in this 
pamphlet. 

“In the case of many corporations it 
was found that the office of control- 
ler is not mentioned in the by-laws; 
in other cases, in which it was men- 
tioned, its responsibilities were ex- 
pressed in a perfunctory and inade- 
quate manner. 

“It was found also that the duties of 
the controller, as outlined herein, were 
in many instances performed by one or 
more persons having other titles such 
as vice-president, treasurer, assistant 
treasurer, secretary or auditor; that, in 
many instances, the person perform- 
ing the duties of controller had no 
official title; that in other instances the 
controller had high rank, reporting 
only to the chief executive officer or the 
board of directors, and that in still 
other instances, he was classed as a 
minor officer, his authority and re- 
sponsibilities being correspondingly 
less. 

“Incident to the presentation of the 
duties of the controller, his rank and 
authority have also been touched upon 
in the committee’s report. 


Not MINIMIZING DuTIES OF OTHERS 


“The Institute wishes to have it 
clearly understood that it is not in- 
tended, by anything contained in the 
By-Laws herewith presented, to mini- 
mize the duties or responsibilities of 
other officers. The duties described, 
however, have been found to be dele- 
gated to the controller in the case of 
one corporation or another, are con- 
sidered fundamental by The Institute, 
and they have been stated in full for 
the purpose of supplying as complete 
data as possible and not as carrying 
The Institute’s endorsement that all of 
them should be invariably assigned to 
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the controller regardless of the pecul- 
iar requirements of such corporations 
as may find this By-Law useful as a 
guide. 

“The opinion was expressed very 
definitely by many of the members of 
The Institute that the organization, in 
publishing this material on the duties 
and responsibilities of the controller, 
should not imply a limit to those duties 
——either general or specific. As a matter 
of fact, many duties which are not 
incorporated herein are frequently 
delegated to the controller by various 
corporations. The fact that they may 
not be included here does not mean 
that the controller should not exercise 
initiative of the highest order at all 
times in visualizing the implied re- 
sponsibilities of his office, taking into 
consideration the peculiar requirements 
of his company. Thus, he should not 
be relieved from the duty of seeing that 
important responsibilities not thereto- 
fore specifically delegated are assumed 
by him or assigned to other officers of 
his company. With that idea in mind, 
attention is called to the ‘short form 
(duties)’ wherein it is broadly stated 
that ‘in conjunction with other officers 
and department heads,’ the controller 
shall ‘initiate and enforce measures and 
procedures whereby the business of 
this corporation shall be conducted 
with the maximum safety, efficiency 
and economy.’ 

‘The Committee also discovered that 
there was a tendency on the part of 
many controllers to advocate the elec- 
tion of the chief accounting officer 
by the stockholders—to make him re- 
sponsible to, and be removable only 
by the stockholders. The Institute does 
not consider it opportune to endorse 
such a policy, at this time, although it 
recognizes the possibility that such 
practice may become common, as it has 
to a certain extent in Great Britain, 
with respect to public auditors. 


THE COMMITTEE'S REPORT 


A Definition of the Duties of the 
Controller of a Manufacturing 
Company 

“The duties of the controller out- 
lined herein are primarily designed for 
use by manufacturing companies. With 
some slight modifications, however, 
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they may be adapted readily to a wide 
variety of corporations, associations 
and other types of organizations. 

“The specification of duties has been 
presented in the form of by-laws which 
may be used as prepared or modified 
to meet the peculiar requirements of 
the case in hand. 

“Some of the duties ascribed herein 
to the controller are sometimes as- 
signed by corporations to other officers, 
such as a vice-president, the secretary 
or the treasurer. In this presentation, 
however, they have all been included 
in order that attorneys, incorporators, 
or directors of corporations may have 
complete data at hand on which to base 
their own specifications and also in 
order that a comprehensive idea may 
be had as to the potential possibilities 
of the office of controller and its ob- 
vious value to the corporation as an 
important adjunct to up-to-date man- 
agement. 

‘Developments during the past few 
years, when many corporations have 
been subjected to close scrutiny and 
some to severe criticism, have proved 
conclusively that the old-time concep- 
tion of some heads of corporations that 
a controller is merely a needless luxury 
is a thing of the past. 

“On the contrary, The Controllers 
Institute is firmly of the opinion that 
the greater latitude allowed and powers 
granted to a controller of the right 
type, the greater will be his contribu- 
tion to successful and profitable man- 
agement. To this end, The Controllers 
Institute believes that the controller 
should be elected by the Board of Di- 
rectors and attend its meetings as well 
as those of the Executive Committee, 
if any; if not as a member, at least in 
an ex-officio capacity. 

“The Institute further believes that 
it is desirable to define the duties of 
the controller in the by-laws of cor- 
porations with some degree of detail, 
possibly even to a greater extent than 
in the case of other officers whose 
duties may have become more generally 
recognized from long-established cus- 
tom. By doing so, the danger of over- 
lapping responsibilities as between the 
controller and other officers or possi- 
ble neglect of important corporate ac- 
tivities due to failure to properly assign 
the duties, will be greatly | ssened. 
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“The first by-law is merely a brief 
statement or list of the officers, which 
includes that of the controller. 

“The second by-law is designed for 
use in conjunction with other by-laws 
describing the duties of individual 
officers. In it will be found a brief 
statement of the position and duties of 
the controller. 

“The third by-law contains separate 
statements of particular duties, one or 
more, or in some cases all of which 
may be applicable to the office of con- 
troller in the organization for which 


by-laws are being prepared. 


VARIOUS PROPOSED FORMS OF 
BY-LAWS 


1. SHORT FORM 

(Officers ) 
“The officers of this corporation shall be 
a President, one or more Vice-Presidents, a 
Controller, a Secretary and a Treasurer, 
and such other officers as may be elected 
by the Board of Directors. The officers 
shall perform such duties and have such 
powers as generally pertain to their re- 
spective offices and such other duties and 
powers as from time to time may be im- 
posed or conferred upon them by the 
Board of Directors. One person may hold 
two or more offices, except that the offices 
of Controller and Treasurer shall not be 

held by the same person. 


2. SHORT FORM 
(Duties ) 

“The duties of the controller shall be 
to maintain adequate records of all assets, 
liabilities, and transactions of this corpora- 
tion; to see that adequate audits thereof 
are currently and regularly made; and, in 
conjunction with other officers and de- 
partment heads, to initiate and enforce 
measures and procedures whereby the busi- 
ness of this corporation shall be con- 
ducted with the maximum safety, efficiency, 
and economy. He shall attend all meetings 
of the Board of Directors and of the Execu- 
tive Committee and he shall report to the 
President and/or the Board of Directors 
as said Board of Directors may prescribe. 
His duties and powers shall extend to all 
subsidiary corporations and, so far as the 
President may deem practicable, to all affili- 
ated corporations. 
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3. DETAILED FoRM 

‘(Statement of specific duties to be set 
forth in a by-law when it is desired to set 
forth the controller’s duties in detail. [Any 
one or more may be included as occasion 
requires. ] ) 

“The controller is specifically charged 
with the following duties: 


Principal Duties of Controller 


“1. The installation and supervision of 
all accounting records of the cor- 
poration. 

“2. The preparation and interpretation 
of the financial statements and re- 
ports of the corporation. 

“3, The continuous audit of all accounts 
and records of the corporation 
wherever located. 

“4, The compilation of production costs. 

“5. The compilation of costs of distri- 
bution. 

“6. The taking and costing of all physi- 
cal inventories. 

“7, The preparation and filing of tax 
returns and the supervision of all 
matters relating to taxes. 

“8. The preparation and interpretation 
of all statistical records and reports 
of the corporation. 

“9, The preparation, as budget director, 
in conjunction with other officers 
and department heads, of an annual 
budget covering all activities of the 
corporation, for submission to the 
Board of Directors prior to the be- 
ginning of the fiscal year. The au- 
thority of the controller, with re- 
spect to the veto of commitments or 
expenditures not authorized by the 
budget, shall, from time to time, be 
fixed by the Board of Directors. 

The ascertainment currently that the 

properties of the corporation are 

properly and adequately insured. 

“11. The initiation, preparation and issu- 

ance of standard practices relating to 
all accounting matters and proce- 
dures and the co-ordination of sys- 
tems throughout the corporation, in- 
cluding clerical and office methods, 
records, reports and procedures. 

“12. The maintenance of adequate records 
of authorized appropriations and the 
determination that all sums ex- 
pended pursuant thereto are properly 
accounted for. 


“40. 


Co 





| be applicable and in order today. 





SAME ANSWERS TO PROBLEMS TODAY 
AS WERE GIVEN SIX YEARS AGO 


T will be noted that six years ago the Committee on Professional Stand- 
ing recognized the problems which are creating such a furore today: 
Lack of exact definition of duties of a controller; lack of authority; man- 
ner of election or appointment of controller; to whom he shall report. 
The answers which were given to those questions six years ago seem to 








“13. The ascertainment currently that 
financial transactions covered by 
minutes of the Board of Directors 
and/or the Executive Committee are 
properly executed and recorded. 

“14, The maintenance of adequate records 
of all contracts and leases. 

“15. The approval for payment (and/or 
countersigning) all checks, promis- 
sory notes and other negotiable in- 
struments of the corporation which 
have been signed by the Treasurer 
or such other officers as shall have 
been authorized by the by-laws of the 
corporation or from time to time 
designated by the Board of Direc- 
tors. 

“16. The examination of all warrants for 
the withdrawal of securities from the 
vaults of the corporation and the de- 
termination that such withdrawals 
are made in conformity with the by- 
laws and/or regulations established 
from time to time by the Board of 
Directors. 

“17. The preparation or approval of the 
regulations or standard practices re- 
quired to assure compliance with 
orders or regulations issued by duly 
constituted governmental agencies. 


DECLARATION OF PRINCIPLES 


“The following declaration was 
adopted by the Board of Directors 
of The Institute on January 19, 1933, 
at the suggestion of the Committee on 
Professional Standing: 

“The Controllers Institute of Amer- 
ica stands for the observance of the 
highest ethical standards in corporate 
accounting practice and in the prepara- 
tion of reports of financial and operat- 
ing conditions of corporations to their 
directors, stockholders and other par- 
ties at interest, in such manner that all 
concerned may know the actual condi- 
tions in so far as such reports may 
assist in the determination thereof. To 
that end, The Controllers Institute of 
America offers its advice and assistance 
in connection with any movement 
which has for its purpose the estab- 
lishment of better safeguards for the 
protection of the investor.” 

Any approach to the problem of 
defining the customary duties of con- 
trollers must be made with due allow- 
ance for the fact that there is a wide 
divergence between practices followed 
by extremely large companies and those 
followed by medium sized companies ; 
and a still greater difference between 
practices followed by smaller com- 
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panies and those of either medium size 
or in the category of very large com- 
panies. 

As a general observation it may be 
said that the larger the company, the 
wider the duties and responsibilities of 
the controller; the smaller the com- 
pany the narrower the scope of the 
controller’s duties and authority. In 
fact, a small company may not have an 
officer or employee with the title of 
controller. The usual duties of a con- 
troller in such cases usually are divided 
among other officers. 


LESSENS WORK OF PUBLIC 
ACCOUNTANTS 


When public accountants find a well 
set up controller’s department, func- 
tioning effectively, in a given company, 
the scope of the work to be done by 
the public accountants in making their 
audits is lessened materially. Test 
checks are sufficient. It is not neces- 
sary for them to duplicate the work of 
the internal auditing department, and 
there is a large saving to the company, 
by reason of lower public accountants’ 
fees. Reliance is placed by the pub- 
lic accountants on the results of the 
work of the internal auditing depart- 
ment, and on the statements of the ofh- 
cers of the company. 

When it comes to the smaller com- 
panies, without effective controllers’ 
departments, greater reliance must be 
placed by the company on the pub- 
lic auditors, and a more detailed audit 
made by them. In such cases it is not 


unusual to find the public auditors 


performing for those companies some 
of the functions which in larger and 
medium sized companies are handled 
by the controller and his associates. 
The companies themselves, however, 
usually make up their own balance 
sheets and earnings statements, but 
often in collaboration with the public 
accountants. 

It must be noted that supervision 
of the accounting and auditing pro- 
cedures of a company are but two of 
the usual duties of a controller. As the 
right arm of management the control- 
ler is more and more being absorbed in 
the managerial circle—becoming in 
fact, a part of management and assist- 
ing in formulating policies. There are 
many other important functions which 
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are usually assigned to controllers, 
in addition to supervision of account- 
ing and auditing, such as numbers 2, 
4, 6, 7, 8, 9, and 11, in the list shown 
on the preceding page. 


CONTROLLERSHIP Is PART OF 
MANAGEMENT 


The fact that the controller is the 
right arm of management, supplying 
financial and _ statistical information 
currently on which policies are based ; 
and the tendency to make the control- 
ler a part of management, lead to con- 
fused thinking when the proposal is 
made that controllers should report 
directly and independently to boards 
of directors, going over the heads of 
management. 

This in the opinion of many con- 
trollers would in effect divorce con- 
trollers from management or separate 
them to a certain degree, and would 
lessen the value of the services of con- 
trollers to management, and in all 
probability to stockholders. The con- 
troller and his reports are always avail- 
able to boards of directors, if they 
are wanted. All the board of directors 
need do—all governmental agencies 
need do—is to assure themselves that 
the reports presented are those pre- 
pared by the controller, something 
that may be accomplished by requiring 
controllers to initial the reports. 

Very definitely the reports as to in- 
ventories are the responsibility of the 
controller. He usually is permitted to 
use whatever means he chooses to take 
and value the inventory, either by him- 
self, or if he chooses—which many of 
them do—in collaboration with the pub- 
lic auditors. The responsibility, however, 
is the controller's, under modern prac- 
tice, and most of those concerned be- 
lieve that it should not be divided. 

If management is dishonest—and 
few of them are—it should not take 
a controller long to find that out. It 
is for him then to decide whether to 
“go along” or to report the situation 
to those in ultimate authority—the 
board of directors—even though such 
action may result in the controller 
being displaced. Public auditors some- 
times find themselves in the same situ- 
ation, and they then are faced with the 
necessity of making the same sort of 
decision. 
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COMBATTING DEFALCATIONS 


Controllers always have been con- 
fronted by the necessity of combatting, 
preventing and discovering defalca- 
tions, and they probably always will be, 
but such crimes usually are committed 
or attempted by men in minor posi- 
tions, or at least considerably below the 
rank of major officers of a business 
concern, and the defalcations are on a 
correspondingly minor scale. The con- 
trols and audit procedures set up by 
controllers are designed to prevent 
them. While these controls have the 
same purpose, they vary widely in 
scope and form in various companies. 

When it comes to the question as 
to who shall appoint or elect a con- 
troller, it is found usually that this is 
a procedure in which boards of di- 
rectors take as great an interest as 
management; it ordinarily is a joint 
undertaking. There is complete co- 
operation between the directors, the 
management, and the controller in 
most instances. Both the board and 
management must have complete con- 
fidence in the honesty and ability of 
the controller. 

Of late years there has been a well 
defined movement, subscribed to by an 
increasing number of companies, to 
recognize the responsibilities placed on 
the controller. Company executives 
will, for instance, as a rule not accept 
reports from controllers unless they 
are signed by him, or initialed. The 
Securities Act of 1933 requires that 
controllers must sign and swear to the 
correctness of registration statements 
filed with the Securities and Exchange 
Commission, along with the officers 
and directors of the registrant, and the 
public accountants involved. There has 
been much debate over the form of the 
certificate attached to the registration 
statement by public accountants; the 
officers and directors, however, must 
affirm and swear to such statements 
without reservation. 


CONTROLLERS Do Not Avoip 
RESPONSIBILITY 


Controllers deliberately asked, when 
the Securities Act of 1933 was under 
consideration, to be included among 
those compelled by law to swear to 
and sign the registration statements. 
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They had faith in their work. They 
sign or initial reports made to man- 
agement. There is no thought on their 
part of avoiding this responsibility. 
They have confidence in the correctness 
and completeness of their reports. If 
this requirement that they swear to and 
sign financial and other reports is ex- 
tended to include reports made regu- 
larly to governmental agencies would 
they shirk this responsibility, or avoid 
it? Would they believe that additional 
responsibilities were being thrust on 
them needlessly? The record indicates 
that they would not, and the time may 
come when published financial state- 
ments will bear the affirmations and 
signatures of the controllers, in addi- 
tion to those of public accountants. 


Must HAvE AUTHORITY 


Along with that responsibility of 
the controller, however, if it is im- 
posed, must come commensurate au- 
thority within their companies to make 
it possible for them to discover all 
pertinent facts. Conferring of such 
authority, and defining carefully and 
completely the controller’s duties, will 
put a competent controller in a posi- 
tion to give real assurance to manage- 
ments, to boards of directors, to stock- 
holders, and to governmental agencies, 
of the correctness and completeness of 
his statements and reports. This situ- 
ation is one that boards of directors 
and management alone can bring 
about. Controllers are so constituted 
that they themselves will not actively 
seek such an arrangement. They prefer 
to be known by their works. They be- 
lieve in doing the best job possible 
under a given set of circumstances. 
They believe that this will eventually 
bring to them -the recognition which 
they deserve. They will not, however, 
be made scape goats for others. 

One of the prime requisites of a 
controller, aside from his technical 
equipment, is tact, along with force- 
fulness of character. Meekness should 
not be in his makeup. 

Controllers have reached their pres- 
ent positions of responsibility through a 
process of gradual change. Probably 
no two companies have identical set- 
ups and assignments of duties. In 
some companies it has taken years for 
managements to come to an under- 
standing that certain things should be 
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done in certain ways. If the present 
discussion of controllet’s functions, 
stimulated by some recent spectacular 
happenings, brings about further ad- 
vances and improvements in control- 
lers’ functions, great good will result 
to American business, and this seems 
likely, as many companies are examin- 
ing this situation carefully. 


SEC MODIFIES RULES ON 
INTERLOCKING RELATIONSHIPS 


The Securities and Exchange Com- 
mission recently announced the adop- 
tion of several minor amendments to 
the new rules under Section 17(c) of 
the Public Utility Holding Company 
Act of 1935, which were first an- 
nounced March 1, 1939. The new 
rules, as amended, were to go into 
effect on April 1. 

Section 17(c) of the Act makes it 
unlawful for a registered holding com- 
pany or any of its subsidiaries to have 
as an officer or director any person who 
serves in a similar capacity for a bank, 
trust company, investment banker or 
similar financial institution. The Com- 
mission is authorized under this section 
to adopt rules permitting such inter- 
locking relationships where the public 
interest or the interest of investors orcon- 
sumers will not be adversely affected. 

All of the exemptions granted by 
the new rules are subject to two limita- 
tions, one of which prohibits a com- 
pany from selling its securities either 
directly or indirectly to a financial in- 
stitution if an officer or director of 
the company has had a financial con- 
nection with the purchasing institution 
at any time during the preceding twelve 
months. Generally speaking, the new 
amendments provide the following ex- 
ceptions from this prohibition: 

(1) Both operating and non- 
operating companies may renew 
notes, etc., owing to banks with 
which the company’s officers or di- 
rectors have financial connections. 
This exception expires January 1, 
1941, and is applicable only to loans 
made to the company by the particu- 
lar bank prior to April 1, 1939; 

(2) Operating companies may 
sell securities to and borrow from 
local banks despite interlocking di- 
rectorates provided that the common 
directors have no financial connec- 
tions except with local banks; 





(3) Both operating and non- 
operating companies may sell securi- 
ties to and borrow from banks if 
the company’s only representative 
among the officers and directors of 
the particular bank is a full time em- 
ployee of the company who has no 
investment banking connections. 


The provision which allows regular 
employees of utility holding companies 
and subsidiaries to act as directors of 
commercial banking institutions has 
been widened to apply to all such em- 
ployees whose only other employment, 
if any, is with a public-utility company 
which is not a part of a registered 
holding-company system. Previously 
this exemption was confined to full- 
time employees of the particular hold- 
ing-company system involved. 

The definition of “bank, trust com- 
pany, investment banker, or banking 
association or firm’ has been amended 
so as to remove from the purview of 
the prohibition in Section 17(c) situa- 
tions in which a registered holding 
company or subsidiary has officers or 
directors who are also officers or di- 
rectors of banks which, although they 
do not quite meet the Federal Deposit 
Insurance Corporation requirements set 
forth in the definition, are nevertheless 
not ordinary banks, but primarily trust 
companies, savings banks, and the like. 
This amendment and that in the pre- 
ceding paragraph are expected to affect 
only a few exceptional cases. 

The Commission also adopted sev- 
eral other amendments clarifying the 
new rules. 





MAKE RESERVATIONS NOW | 
FOR EASTERN SPRING 
CONFERENCE 
Programs of the Eastern Spring 
Conference of Controllers, to be 
| held in New York City on Mon- 
| day, April 24, at the Waldorf- 
Astoria Hotel, were mailed early 
in April to members of The Insti- 
tute and others. 

This gives promise of being the | 
most productive spring assemblage | 
of controllers since this fixture was 
inaugurated five years ago. 

Plan to attend. Send in your | 
reservation now. 
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The Internal Control of Operating 


It is assumed that the controller is 
vested with the responsibility of know- 
ing that his company is receiving full 
value for every dollar disbursed— 
whether for man power, materials, or 
service. Our subject excludes disburse- 
ments for acquisition of fixed assets. 

In the interpretation of the word 
“disbursements” we are not necessarily 
restricted to the disbursement of funds. 
We shall deal also with the disburse- 
ment, or use—for operating require- 
ments—of inventory for which cash 
has previously been expended. 

This subject, I believe, can be ap- 
proached better from a methods analy- 
sis point of view rather than from a 
purely accounting or auditing angle. 
The control of operating disbursements 
should, of course, be tied in with the 
general accounts, but the control itself 
does not rest in the books of general 
accounts; such accounts reflect the re- 
sult of the efficiency, or lack of effi- 
ciency, by which disbursements are 
made and so are of an historical nature 
rather than day-to-day control. Periodic 
audits of the books of accounts may 
disclose conditions which might have 
been improved; prevention, on the 
other hand, must lie in the methods 
and practices established well up in 
the front line trenches, where the ac- 
tion takes place, with an unbroken line 
of communication running back to 
G. H. Q. 

Let us not think that our subject has 
to deal exclusively with controls for 
the prevention of fraudulent acts; the 
thought is rather of controls for the 
prevention of losses, or the improve- 
ment of profits, arising out of the 
operating disbursement—acts which are 
constantly surrounded by the frailty of 
human nature—errors, negligence, ig- 
norance, or misunderstanding. 

CONTROL OFTEN MEANS PROFIT 

INSTEAD OF Loss 
It is perhaps ingenuous to state 


that one of the most important of all 
controls is the controller himself, and 


Disbursements 


By Louis G. Rowe 


the choosing of the personnel in key 
positions all down the line. But on 
the ability of the controller and his 
assistants to discover a situation which, 
unless corrected, would result in ex- 
cessive disbursements, sometimes rests 
the difference between profit and loss 
—especially in these days of low mar- 
ginal income. This ability might be a 
natural aptitude, but most often it is 
engendered by experience in the ana- 
lytical and synthetical study of reports, 
charts, operating statements and data; 
in other words, by the use of those 
tools developed for the efficient con- 
trol of operation activities. The con- 
troller must also have developed a keen 
sense of observation and the ability to 
act quickly and with certainty if he is 
to uphold his key position in the inter- 
nal control of disbursements. 

To emphasize this point I am taking 
the liberty of quoting from the Edi- 
torial Comment in the March issue of 
THE CONTROLLER, which says: “There 
is nothing that will take the place of 
the fundamental job of the Controller 
—the keeping of complete records, the 
maintenance and operation of account- 





_ little precautions that con- | 
trollers take, in their efforts 
to prevent leaks which if not 
headed off or stopped would drain 
off assets in such volume that the 
making of a profit would be al- 
most an impossibility, form an in- 
teresting story. To a certain extent 
these controls have been standard- 
ized, but there are still many pro- 
cedures that are not generally 
known, and used. Mr. Rowe’s pa- 
per covers much ground, so far as 
control of disbursements is con- 
cerned, and will undoubtedly give 
many controllers some new ideas. 
Mr. Rowe was for many years con- 
troller of Emerson Electric Manu- 
facturing Company, of St. Louis. 
—THE EDITor. 
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ing routines which will disclose accu- 
rately and continuously the state of the 
business and the result of operations; 
the maintenance and operation of in- 
ternal audit procedures which will 
conserve and protect the assets of the 
business; the analyzing of business 
facts so that management will have 
always at hand detailed information 
on which to base business policies.” 
The type of internal control which 
is set up as a verification and check on 
operating disbursements depends to a 
large extent on the size of the opera- 
tions and the character of the operating 
functions. It matters not whether the 
organization is of such a size that spe- 
cific individuals can be designated as 
auditors, or is of that more average size 
where control of disbursements is 
mixed in with the routine operating 
functions, every organization must give 
consideration to the manner by which 
its disbursements are kept in check and 
balanced for profitable results. For this 
discussion I shall dismiss the function 
of the internal auditor, who has his 
rightful place, and confine our dis- 
cussion to controls in a medium sized 
industrial organization, in which every 
individual, from the operating head 
down to the lowly messenger boy and 
janitor, is implicated in the business 
of disbursing funds of the company— 
perhaps not always in the form we 
usually think of, silver, greenbacks or 
checks—but also in the use of things 
for which money is eventually dis- 
bursed ; time, material and services ren- 


dered. 


ERROR UsuALLy COMES BEFORE 
CHECK SIGNING STAGE 


Starting with the signing of checks 
for disbursing funds in payment of 
purchase invoices, I believe that the 
policy of double signatures is an un- 
necessary burden and a task which 
quite often is performed in a perfunc- 
tory manner, its value so lessened by 
sheer weight of the detail involved as 
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to make it of little value as a control. 
I would rather utilize the double sig- 
nature idea or thought in the stages 
preliminary to the drawing and signing 
of the disbursing check—to know that 
controls are working properly for the 
prevention of fraud, error, misjudg- 
ment and all the other sins which are 
laid at the feet of the purchasing de- 
partment, so that the signing of the 
disbursing check then really does be- 
come a routine function—so routine 
that even a machine can perform the 
operation. 

To accomplish this, definite rules, 
methods and functions must be estab- 
lished and followed religiously, such 
as: 

All purchases for operational require- 
ments should be from properly prepared 
requisitions, approved in writing by a 
responsible division head. 

Requisitions should arise from inven- 
tory control records in which logical 
“minimums” and “amounts to order” have 
been established and approved—based on 
the requirements of the business in re- 
spect to rate of inventory turnover, de- 
livery schedules, seasonal needs and quan- 
titative prices, to mention just a few 
factors, adjusted from time to time as 
changing conditions dictate. 

All purchases should be on a competi- 
tive basis—with competitive price quota- 
tions a matter of record, available at all 
times to the financial officer. 

Copies of all purchase contracts setting 
up financial liability should be noted by 
the financial officers and no purchase con- 
tract involving more than a sum to be 
stipulated by the financial officer, should 
be concluded without his approval. 


“PuT-IN” Sire EFFECTIVE 


The approval of invoices for pay- 
ment is primarily a financial accounting 
function, but under certain conditions 
this function can be delegated to the 
purchasing department itself. Irrespec- 
tive of the physical location of this 
function, it should be surrounded by 
proper controls before disbursement is 
made. A signed receiving slip certifies 
to the correctness of the quantity, but 
a double check is obtained from a 
“put-in” slip which originates when 
the goods are actually put into stock or 
delivered to the department which 
made the requisition. An intermediate 
step certifies to the quality of the 
goods, based on specifications as set by 
the standards division—or whatever 
one wishes to call it—so long as it is 
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not the purchasing department itself. 
Verification of price and terms is a 
matter of reconciliation with original 
quotations, and accuracy of extensions 
is entirely mechanical. 

The invoice is now ready to be 
vouchered by the accounts payable 
clerk and it is at this point the con- 
troller can establish such additional 
checks and audits as he feels are neces- 
sary. Here especially should come the 
verification of discount terms and 
whether goods ate shipped in accord- 
ance with delivery agreements. Many 
a dollar has been lost by neglecting to 
watch these particular items. 

Before signing the check the finan- 
cial officer naturally wishes to be as- 
sured that he is not paying a duplicate 
invoice. This can be controlled in sev- 
eral ways. If the company operates by 
receiving only one invoice copy from 
the shipper, instructions to pay only 
invoices with receiving slips attached 
will work except in the payment of dis- 
countable invoices, which often have 
to be paid before all of the receiving 
routine has been completed. 


PURCHASE CONTROL RECORD 


A method which I prefer is the 
maintenance of a purchase control rec- 
ord similar to the inventory control 
record—which, incidentally, can be 
filed with the inventory control sheets 
themselves—in which record the orig- 
inal purchase order is posted and 
against which the invoice data is en- 
tered; date amount, quantity, and the 
like, so that if a duplicate invoice 
makes an appearance, it will automati- 
cally be questioned when an attempt is 
made to enter it against the purchase 
order to which it applies. 

Disbursing officers may like to have 
a stack of invoices of all sizes, shapes, 
colors and arrangement of information 
dumped on their desks as supporting 
evidence for the checks to be signed, 
but I prefer to spend my time checking 
and improving the controls which make 
it possible to attach the signature 
calmly and peacefully, and with com- 
plete confidence. 

Another major disbursement, which 
perhaps is more difficult of control 
than material purchases, is the payment 
for salaries and wages. Salary pay- 
ments do not present much of a prob- 


lem in the average size organization, as 
salary information is usually considered 
confidential and salary checks prepared 
and signed by responsible employees. 
Padding of a salary payroll is quite re- 
mote, but the paying of salaries above 
a justifiable limit—because of favorit- 
ism or other reason, is something that 
can and should be controlled. We are 
hearing more and more about salary 
standardization and it is definitely rec- 
ommended for its many beneficial fac- 
tors, one of which is the control of 
salary limits. 

In the control of disbursements for 
wages, however, we must play the in- 
genuity of one group of employees 
against that of another group—man- 
agement vs. labor, supervisory force 
vs. worker. If the game is played 
fairly and above-board on both sides, 
only those controls dictated by good 
business judgment will be necessary 
for the protection of the company and 
the worker. 


REPORTS OF ACTUAL PERFORMANCE 


Modern methods of operating pre- 
sume a wage system based on analytical 
study of jobs and the setting of stand- 
atds of performance. Daily or weekly 
reports of actual performance of each 
employee, compared with standard, is 
a primary control against improper dis- 
bursements for wages. 

I recall two cases which might be in- 
teresting. Reports by employees were 
made weekly and showed the ratio of 
the standard time allowed to the ac- 
tual time taken; thus if a workman 
performed his jobs in less than the 
standard time his rating per cent. 
stepped up over 100. When a particu- 
lar workman’s rating per cent. jumped 
to a percentage that appeared unrea- 
sonable, it was decided to make a spe- 
cial inspection of his work, which dis- 
closed that he was doing only half a 
job. His work happened to be the 
waste packing of the oil reservoirs on 
fractional motors, the neglect of which 
might have been brought to attention 
only after the motors had been placed 
in service. 

Another case brought to attention 
was the solicitude of a foreman for a 
favorite employee. During a slack 
period a girl clerk had been put back 


on the bench. Soon after, inexperi- 
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enced as she was, her rating began to 
climb to disproportionate heights. In- 
vestigation disclosed that the foreman 
was doing productive work and credit- 
ing the girl with his own output. 

Conversely, many cases are brought 
to light by low rating percentages, 
which are detrimental to the em- 
ployee’s earnings and which can be 
rectified by proper attention. 

The control of disbursements for 
indirect labor, where standards of per- 
formance are quite difficult or im- 
practical to establish, can be through 
predetermination of the proper rela- 
tionship of indirect labor costs to some 
unit such as direct labor costs or direct 
labor hours. A weekly analysis of 
indirect labor costs made available to 
the foreman or division manager is 
typical of internal controls for keeping 
variable cost in balance. 


FINANCIAL OFFICER SHOULD CON- 
TROL PREPARATION OF FACTORY 
PAYROLL 


The preparation of the factory pay- 
roll should be under the control of 
the financial officer rather than the fac- 
tory superintendent or works manager. 
In addition, the actual distribution of 
pay envelopes or pay checks should be 
done by paymasters who have no part 
in the preparation of the payroll. Un- 
expected shifting of the paymasters 
also helps to dissipate any temptation 
to pad the payroll or assist a fellow 
employee to get a little more than is 
rightfully his. 

Within the payroll department it- 
self, controls within controls must 
verify the accuracy of mathematical 
calculations and the payment of cor- 
rect rates of pay. A workman will 
always let it be known when he gets 
too little, but not always when he is 
paid too much. Moreover, accuracy in 
the payroll division helps to build up a 
confidence between employee and em- 
ployer—as the pay envelope is a 
mighty important link between the 
two. 

So far we have been considering 
control of operating disbursements 
which directly affect the cash position. 
Let us now consider a phase of the 
subject which has recently caused much 
discussion by controllers and auditors 
—the control of inventories. In my 
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opinion, this control should rest ex- 
clusively in the controller or other 
financial officer and he should be given 
authority to establish such routines, re- 
ports, methods or audits as, in his 
judgment, are necessary for the safe- 
guarding of these assets. 

In a manufacturing organization his 
control should start with the raw ma- 
terial inventory and follow through 
work in process to the warehousing of 
the finished product, whether in the 
company’s local warehouse or in 
branches or on consignment. 


CONTROLLER RESPONSIBLE FOR 
INVENTORY CONTROL 


He should be responsible for the 
proper set up of inventory control rec- 
ords, forms for reporting receipts and 
deliveries, and a plan for perpetual 
recount of inventory so, that each item 
is verified by actual count every quar- 
ter, or in some definite period of time, 
depending on the nature of the in- 
ventory, its rate of turnover, its value 
or other practical considerations. 

He should establish controls for 
verifying the accuracy of the work- 
man’s reported output of individual 
parts, as this is a place where small 
overstatements grow cumulatively to 
large amounts. Double checks should be 
placed on reports of finished product. 

He should have control of both the 
order and billing departments, and be 
responsible for preparation of ship 
orders against customer's bona fide 
purchase orders, and the subsequent 
invoicing of the shipments to the cus- 
tomer. 

Branch warehouse stocks and goods 
in the hands of agents or on consign- 
ment should be certified to at least 
once every month and reconciled with 
the records of the home office. 

Reports of obsolete or slow moving 
items should be of such frequency as 
to prevent an accumulation of such 
items in the inventory, or at least to 
permit currently accounting for such 
loss of value. 

The controller should carry the value 
of the inventory for balance sheet pur- 
poses in such detail, by classifications 
and items, as will permit interim rec- 
onciliation with the quantitative in- 
ventory control. 
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In the foregoing you have undoubt- 
edly sensed that I advocate giving the 
controller a rather free exercise of his 
authority for the control of operating 
disbursements. I further believe that 
executives and directors of operating 
companies will extend the authority of 
the controller just so far as the con- 
troller demonstrates his ability and 
trustworthiness to shoulder the respon- 
sibilities of his office. 


MANAGEMENT SHOULD CHECK, Too 


In addition to the controls which 
the controller might establish for a 
check on disbursements, management 
itself can play an important part along 
these lines. It may appear that I am 
emphasizing a particular penchant of 
mine when I state that a budget plan 
and a standard cost system are two of 
the strongest controls available to in- 
dustry for management’s check on 
operating disbursements. This, be- 
cause both the budget and the standard 
costs establish a pre-determined unit 
of measure of operating disbursements 
and because these units are established 
—-when properly done—by groups of 
individuals and it is inconceivable that 
such groups could be ‘‘in cahoots’’ to 
mulct the company. Proper periodical, 
analytical comparisons of actual oper- 
ating disbursements with the predeter- 
mined standards will bring to attention 
those items of expense which are 
headed in the wrong direction and for 
which explanatory answers must be 
forthcoming from the respcasible de- 
partmental head. 

The budget, in my opinion, is par- 
ticularly valuable in the control of vari- 
able operating expenses, those ex- 
penses for which some relationship to 
a common denominator, such as direct 
labor hours, machine hours, sales dol- 
lar, and the like, can be discovered, 
but which relationship is quite often a 
varying function. Included in this clas- 
sification would be items of a service 
character such as power costs, indirect 
labor, indirect material, perishable 
tools, water, gas and, in some indus- 
tries, possibly telephone and telegraph, 
postage and clerical salaries. 

Standard costs, on the other hand, 
appeal to me as especially valuable in 
control of direct costs, such as direct 
material and direct labor. Although the 








budget provides a major control of 
these items, it usually does not reach 
down to the details of the operations 
which, however, can be done by stand- 
ard costs. 


STANDARD PURCHASE PRICES 


If standards are set for the purchase 
price of every item of material, a daily 
control will be available by computing 
the variation between the standard and 
the actual cost on every invoice; ques- 
tionable variations can be investigated 
immediately and periodical summaries 
by logical classes of material can be 
made available to executives. Trends in 
the wrong direction may easily be ex- 
plained by the purchasing department 
—increase in market prices, small lot 
purchases, rush shipments, and soon— 
but management can always reconcile 
such explanations with its knowledge 
of basic commodity prices, production 
schedules, sales orders, and the like, 
especially if control charts or tabula- 
tions are maintained for just such guid- 
ance of the responsible management. 

Even though material is economi- 
cally purchased, control through stand- 
ards of usage will have an important 
bearing on material disbursements. 
Specifications prepared by the engi- 
neering department, supplemented by 
tests made by the cost division, should 
form the basis of standard volume of 
material. If consumption of material 
is controlled through the use of requi- 
sitions, these requisitions extended at 
standard material price permit an im- 
mediate check on variations above or 
below standard costs. If production 
is controlled through a central plan- 
ning and dispatching division, the plan 
of issuing requisitions for the exact 
standard volume—according to stand- 
ard specifications—tequires that a sup- 
plemental requisition is necessary for 
all quantities over the standard. With 
this supplemental requisition of a dif- 
ferent color than the standard, a simple 
sorting of the requisitions issued 
against an order will give an immediate 
check on the extraordinary use of ma- 
terial. All such supplemental requisi- 
tions should be noted by the foreman, 
with remarks explaining the necessity 
for their issuance. 

The control of minor direct ma- 
terials, usually not listed on specifica- 
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tions and requisitioned in bulk quan- 
tities rather than for each production 
order, is also obtained under a stand- 
ard cost plan. Standard costs of minor 
materials usually are based on the 
average usage as determined by past 
records, checked by actual tests made 
by the cost division. If monthly ac- 
cumulations of requisitions for minor 
materials are priced at standard values 
and the cost per unit of production 
compared with the standard cost, a 
check is obtained against excessive 
usage—assuming starting and ending 
inventory have not changed. 

If the material is of such a nature 
that in process inventory is subject to 
wide fluctuations, interim inventory 
will of course be necessary, for precise 
calculations. If the value of minor 
materials does not justify the expense 
of an inventory, a four-week moving 
average of the actual cost per unit will 
tend to smooth out the variation caused 
by differences in inventory and will be 
a check on the trend of usage of such 
material. 

Control of direct labor costs under 
a standard cost plan can be mathemati- 
cally precise or only approximately so, 
depending upon the type of wage pay- 
ment plan or the detail to which com- 
putations are carried in the analysis 
of labor costs. The law of diminish- 
ing returns should, of course, deter- 
mine the extent of the expenditure for 
cost analysis and labor control. If di- 
rect operations are 100 per cent. on 
piece-work rates, the minimum of con- 
trol is required and that is only to 
know that the standard rate has been 
paid. 





Relations between the control- 
ler and the purchasing agent are 
touched upon by Mr. Rowe in 
this article in an interesting 
fashion. 

The “put-in” slip which he de- 
scribes should serve a_ useful 
purpose. This originates when 
newly delivered materials actu- 
ally are put into stock or de- 
| livered to the department which 
made the requisition. It supple- 
ments and corroborates the re- 
ceiving slip. 











AN EXPENSIVE PLAN 


At the other extreme is the 100 per 
cent. day-work wage plan—managed 
or unmanaged—where the only con- 
trol is the calculation of actual unit 
cost and comparisons with the pre- 
determined standard. This plan, in my 
Opinion, is the most expensive as re- 
gards labor cost control; not only in 
the clerical work involved but in the 
time and effort necessary to determine 
the reasons for the labor variations. 

Between the piece-work plan and 
the day-work plan of wage payment 
lie many other well recognized systems, 
all of which lend themselves to the 
determination of standard labor costs 
and the control through such standards 
of this major operating disbursement. 


Do Nor OVERLOOK SMALL ITEMS 


Major expenses are sometimes more 
easily controlled than lots of lesser 
items; or is it that the lesser items are 
just plainly neglected? Petty cash dis- 
bursements should be approved per- 
sonally by the controller at the time he 
signs the reimbursing check. Many and 
varied are the items for which cash is 
directly paid out. The controller should 
have the authority to question all items 
of this character which are not self- 
explanatory on the face of the petty- 
cash voucher itself, for I am assuming 
that no such cash is disbursed except 
by a properly controlled voucher. 

Office service expenses are often 
overlooked as they are frequently con- 
sidered a necessary evil. Nevertheless, 
they are subject to control. Long dis- 
tance telephone calls should be re- 
corded by the operator on special toll- 
charge forms. If all calls over $1.00, 
for example, ate listed each month 
with the name of the person calling, 
the person or company called and the 
time and cost, management has an op- 
portunity to learn who are the voluble 
conversationists. Telegrams themselves 
can be analyzed, and centralized con- 
trol can be obtained by the installation 
of teletypes with the opportunity for 
timed wired service. Postage meter 
machines control the usage of postage 
and provide a ready means for alloca- 
tion of this expense. 

In every organization, irrespective of 


(Please turn to page 150) 
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Case Material on Controllership Problems 








When Portion of Controller’s Duties 
Is Taken Over by Another 





————e = 
HIS is the third in a series of 
descriptions of actual occur- 

| rences in business concerns to be 

_ published here—a series which is 
presenting interesting practices and 

policies found in operation in 
business concerns. It is expected 
that these descriptions of actual 
situations will be useful in ac- 
quainting readers with new or al- 
ternative methods, and that they 
will prompt stimulating discus- 
| sions. 

This magazine and THE CON- 
TROLLERS INSTITUTE OF AMERICA 
neither approve nor disapprove the 
policies and practices described. 
Sources of case descriptions will 
be anonymous unless permission 
has been given to use the company 
name. Comments are solicited on 
the policies and practices reported. 

—THE EpITor. 














The issue of internal audit and check 
has been raised sharply by events re- 
cently in the news. No doubt many 
companies are re-examining the ade- 
quacy of their internal control methods. 
In view of these facts, the experience 
of the former controller of the Yel- 
lowstone Manufacturing Company! 
should be of interest to all controllers. 

The Yellowstone Manufacturing 
Company, engaged in a branch of the 
textile industry, employs $20,000,000 
of assets and reports about $18,000,000 
of sales annually. The company is 
fairly closely held with the dominant 
interests holding most of the important 
offices. In 1935 the Board of Directors 
(also dominated by the controlling in- 
terests) went outside the group to em- 
ploy as controller an individual of 
more advanced ideas as to his respon- 
sibilities than those held by the man- 


* Fictitious name of actual company. 


agement. The new controller also had 
an unusually strong and forceful char- 
acter and personality. He came to the 
Yellowstone Manufacturing Company 
from the controllership of a concern 
where his powers had been broad and 
his management influence was great, 
and accepted. Under his guidance his 
former company had adopted a by-law 
definition of the duties and powers of 
the controller which made the function 
one of real power and importance. 

His predecessor in office at the Yel- 
lowstone Manufacturing Company had 
not left the company but had been made 
secretary and treasurer. The treasurer 
(and former controller) had come to 
Yellowstone Manufacturing Company 
from the staff of the company’s audi- 
tors and public accountants. This firm 
designed and installed the accounting 
system in use. The treasurer accord- 
ingly was thoroughly familiar with the 
books, methods, accounts, and auditing 
firm, and felt he should retain part of 
the theoretical functional duties of 
controller until such time as the new 
controller should be familiar enough 
with methods to carry along on his 
own account. 

Partly due to the backgrounds and 
personalities of the two men and partly 
due to the close “family” characteristic 
of the management (of which the new 
treasurer was an element) there devel- 
oped almost immediately a clash in the 
exercise of the functions of treasurer 
and controller. The new controller, in 
spite of by-law provisions which made 
him directly responsible to the Board 
of Directors, was not accepted into the 
inner management group. The treas- 
urer continued to perform functions of 
an “essentially accounting nature.” An 
effort on the part of the controller to 
clarify matters by appeal to the presi- 
dent produced no results. Matters did 
not improve and the controller finally 
made a direct appeal to the Board of 
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Directors, justifying this by the by-law 
clause which read ‘‘He (the controller) 
shall be subject in all matters to the 
control of the Board of Directors.” 

In his letter to the directors the con- 
troller brought together his complaints 
in a series of specific charges, quoting 
by-law powers of the controller. The 
charges were of three types; sections 
of the letter including the charges are 
quoted below: 


(2) ‘he shall have immediate charge of 
all books and records of account except 
as otherwise provided for by resolution 
of the Board of Directors.’ 
Note: In this class fall the most objec- 
tionable encroachments, such as, for ex- 
ample, dictating accounting entries 
affecting the Profit and Loss Account 
ated Balance: SUNG «= cc cire dc ccciecuwes 


“(4) ‘he shall approve for payment all 
vouchers, payrolls, drafts, and other ac- 
counts payable.’ 
Note: This is as all other statements of 
powers, a mandate..... Notwith- 
standing, the treasurer retained unto 
himself the right to approve vouchers 
for private payroll and the present con- 
troller has to this date been unable to 
execute this audit and control function. 
“(5) ‘he shall prepare and submit to the 
executive officers and to the Board of 
Directors, such periodical and special 
financial statements as may be called for 
by them.’ 
Note: It is impossible for me to know 
what has been called for by the Board. 
....I1 do know, however, that the 
treasurer has had prepared and sub- 
mitted many statements, and not only 
those dealing with his responsibility as 
treasurer.” 


On the basis of these charges the 
controller requested that the Board 
“issue at least those instructions which 
will bring about cooperation in the at- 
tainment of the end stated herein, 
namely, that I shall be enabled to per- 
form actions which are officially and 
functionally mine, so that I may act 
fully and freely as controller... .. . 
He pointed out that he was “both 
legally and morally bound, to both 
shareholders and to the Board to per- 
form or fulfill the duties of my posi- 

(Please turn to page 150) 








Treatment of Capital Write-Downs 
Discussed by SEC Decisions 


By G. Kibby Munson 


Member of the Bar of the District of Columbia 


Recent cases before the Securities 
and Exchange Commission involving 
the treatment of capital write-downs 
arising from various causes and the 
effect upon capital surplus and earned 
surplus, and the subsequent availabil- 
ity of such surpluses for the payment 
of dividends, may throw light on the 
probable attitude of that commission 
toward problems arising under the Se- 
curities Act of 1933 and the Securities 
Exchange Act of 1934. 

In the recent United Corporation 
case a controversy arising out of a 
write-down as of June 30, 1938, of the 
carrying value of investments, was 
decided by the Securities and Exchange 
Commission in approving a program 
for the investment of approximately 
$8,000,000 in securities of non-utility 
companies which had been proposed by 
that corporation. The granting of this 
approval was opposed by five banks 
and eight insurance and surety com- 
panies, as owners of $3 cumulative 
preference stock of The United Corpo- 
ration, on the ground that the $8,- 
000,000 which it was proposed to use 
for the purchase of investments was 
available, and should be used to the 
extent necessary, for the payment of 
dividend arrearages of two quarterly 
dividends payable June 30 and Sep- 
tember 30, 1938, in the total amount 
of $3,733,042.50. The commission on 
March 13 ruled that no part of the 
$8,000,000 was available for the pay- 
ment of dividends (Holding Company 
Act Release No. 1467). 

The Commission’s decision discloses 
that in August, 1938, the carrying 
value of the consolidated investments 
of the United Corporation and its 
wholly owned subsidiary were written 
down as of June 30, 1938 from $581,- 
285,157.36 to $144,528,214.30, their 
market value as at December 31, 1937. 
The amount of the write-down, $436,- 
756,943.06, was charged to earned 
surplus, thereby absorbing $4,037,- 


634.78 consolidated net income for 
the six months ended June 30, 1938, 
and creating a deficit in earned sur- 
plus as of June 30, 1938, in the 
amount of $421,638,002. 


REDUCED STATED VALUE OF 
COMMON STOCK 


Prior to February 23, 1938, the 
United Corporation had charged its 
capital surplus with $350,000,000 and 
credited that amount to an account, 
Reserve for Depreciation of Securities, 
and then on February 23, 1938, the 
corporation, having in mind the pro- 
posed reduction of the carrying value 
of its investments, created a capital 
surplus by reducing the stated value of 
its common stock from $5 to $1 per 
share. 

Following the creation of the deficit 
in earned surplus, the entire deficit 
was then eliminated by charging $350,- 
000,000 thereof to the recently created 
Reserve for Depreciation of Securities 
and $71,638,002 to capital surplus, 
leaving a balance in consolidated cap- 
ital surplus of $13,110,060.73. Sub- 
sequent to June 30, 1938, dividends 
in the amount of $2,010,691.25 de- 
clared by statutory subsidiaries of the 
United Corporation prior to that date, 
but received by that corporation there- 
after, were credited to capital surplus, 
making a balance therein as of October 
31, 1938, of $15,120,751.98. As a 
result of this, the consolidated balance 
sheet showed a deficit in earned sur- 
plus of $68,781.23 as at October 31, 
1938, although for the ten months 
ended October 31, 1938, total revenues 
of $6,605,594.40 exceeded total ex- 
penses by $5,979,544.80, and the com- 
mission ruled that the corporation 
thereby became unable to pay any 
dividends without commission ap- 
proval, because of Commission Rule 
12-C-2 prohibiting the payment of div- 
idends out of capital or unearned sur- 
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plus unless approved by order of the 
Commission. 

The banks and insurance companies 
appearing in opposition argued that 
there was a very considerable earned 
surplus available for the payment of 
dividends on June 29, 1938, and that 
such earned surplus did not cease to be 
an earned surplus available for divi- 
dends merely by reason of the book- 
keeping entries made as of June 30. 
They contended that the reduction of 
the carrying value of investments 
should first have been charged to Re- 
serve for Depreciation of Securities ac- 
count to the extent of $350,000,000, 
and the balance should have been 
charged to capital surplus, leaving 
earned surplus undisturbed. 


UNREALIZED LOSSES 


The Commission rejected this con- 
tention and in calling attention to the 
first opinion in its Accounting Series, 
ruled that unrealized losses resulting 
from revaluation of capital assets should 
be charged to earned surplus. The 


Commission pointed out that “such a: 


procedure will conserve as a protection 
to the preference stockholders, funds 
which might otherwise be available for 
distribution as dividends on common 
stock.” 

It would appear, however, that the 
extent to which such funds would be 
conserved depends upon the date as of 
which the write-downs are entered. The 
opposing banks and insurance com- 
panies pointed out that the method fol- 
lowed absorbed through the medium of 
bookkeeping entries only an accumu- 
lated earned surplus of some $15,000,- 
000 which was available for the pay- 
ment of dividends before it was wiped 
out by the foregoing transactions. The 
investments written down were valued 
as of December 31, 1937, but the 
write-down was handled as of June 
30, 1938, instead of the date of valua- 
tion, with the result that $4,037,634.78 
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consolidated net income for the six 
months’ intervening period was ab- 
sorbed and eliminated from earned 
surplus. It would seem therefore that 
the selection of the time as of which 
the write-down should become effective 
was a deciding factor in determining 
the availability of funds for the pay- 
ment of dividends. It was also the 
deciding factor in determining whether 
the $2,010,691.25 of dividends de- 
clared by subsidiaries prior to June 30, 
1938, but received in July and August, 
should be credited to income or earned 
surplus, or to capital surplus. Because 
June 30, 1938, was selected as the cut- 
off date for the purpose of restating 
its investments and for the dating of 
the new earned surplus, “the Chief Ac- 
countant for the Securities and Ex- 
change Commission, with commission 
approval, advised the applicant that 
any dividends declared by statutory 
subsidiaries prior to June 30 but re- 
ceived by the applicant after June 30, 
1938, are deemed to be return of capi- 
tal and therefore should not be credited 
to income or earned surplus.” 


DIFFERENT TREATMENT IN 
REVENUE ACTS 


It is interesting to compare this lat- 
ter ruling with the provisions of Sec- 
tion 115 of the Revenue Acts of 1936 
and 1938, which treat as earnings avail- 
able for distribution the excess of re- 
ceipts over disbursements regardless of 
whether or not there is a deficit in the 
earned surplus account. 

The Securities and Exchange Com- 
mission in the case of New York and 
Richmond Gas Company, decided Feb- 
tuary 16, 1939 (File No. 43-175), 
treated differently a write-down as at 
December 31, 1937 of “an apparent 
write-up” as a result of an “original 
cost’” determination, together with 
other changes in accounts. Such de- 
termination had resulted in a request 
from the Public Service Commission of 
the State of New York that the com- 
pany adjust its accounts in the aggre- 
gate amount of $2,002,945. 

In its opinion, the Securities and Ex- 
change Commission stated that because 
the surplus account at January 1, 1938, 
was only $1,138,924.55, the New York 
Commission considered it impracticable 
to charge the entire balance to this ac- 


The Controller, April, 1939 


count and create a surplus deficit. That 
commission approved a plan as fol- 
lows: 


Permit to remain in Gas Plant 
Acquisition Adjustments Ac- 
CN cece wan facs a dalae wire $ 400,000 

Reduce stated value of common 
MENG os es ig awd Se Goren 

Charge Surplus with remainder 
Ms ao akol walerae ane trees 


650,000 


952,945 
$2,002,945 
The $400,000 permitted to remain 
in the adjustment account is to be 
amortized over an undetermined period 
of years. 

Both the New York State Commis- 
sion and the Securities and Exchange 
Commission questioned whether the 
surplus account was an earned surplus. 
But whether it was earned or capital 
surplus, slightly less than half of the 
total adjustment was charged against 
it, not enough to eliminate it entirely, 
but leaving a revised balance therein 
as at January 1, 1938, of $185,979.08. 

Then the Securities and Exchange 
Commission called attention to its Ac- 
counting Series Release No. 1 of April 
1, 1937, dealing with the propriety of 
charging losses resulting from the re- 
valuation of assets to capital surplus, 
created upon the reduction of the com- 
mon capital account, rather than to 
earned surplus. In this case, however, 
the commission pointed out that Sec- 
tion 20(b) of the Public Utility Hold- 
ing Company Act limits the power of 
the Securities and Exchange Commis- 
sion by providing: 

“In the case of the accounts of any com- 
pany whose methods of accounting are pre- 
scribed under the provisions of any law of 
the United States or of any state, the rules 
and regulations or orders of the commission 
in respect of accounts shall not be incon- 
sistent with the requirements imposed by 
such law or any rule or regulation there- 
UNGEES oc 


COMMISSION RAISES INTERESTING 
QUESTION 


The commission by implication then 
raises a very interesting question. The 
order of the State Commission per- 
mitted less than half of the write-down 
to be charged to surplus, thus leaving 
a balance therein as at January 1, 1938, 
of $185,979.08. If Accounting Series 
Release No. 1 had been followed, how- 
ever, it would have resulted in the 
elimination of that balance. Therefore 
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if the Commission’s Accounting Re- 
lease No. 1 had been followed there 
would have been no surplus available 
for dividends, and the commission 
questions whether the surplus actually 
there is available for that purpose. For 
that reason and for the additional rea- 
son that the commission is not certain 
whether the surplus balance is an 
earned surplus, a condition was im- 
posed upon the company requiring Se- 
curities and Exchange Commission ap- 
proval as a prerequisite to any payment 
of dividends. 

As in several other recent cases, the 
commission also discussed the question 
of whether a reduction in capital re- 
sults in an unfair or inequitable distri- 
bution of voting power. It quoted 
from its earlier decision in In the Mat- 
ter of Columbia Gas & Electric Cor po- 
ration (Holding Company Act Release 
No. 1417, page 6), saying: 

“In that case we said, regarding the ques- 
tion whether the reduction in capital results 
in an unfair or inequitable distribution of 
voting power, ‘It might be argued that it 
does not for the following reasons: If the 
voting rights are inequitably distributed, 
that condition already exists and does not 
result from the steps that may be taken pur- 
suant to the declaration, and it would exist 
whether or not the contemplated adjust- 
ments in the accounts are made. .... On 
the other hand, it might be said that the 
reduction of the capital will free the corpo- 
ration from a deficit in its surplus account 
and will thereby give the Board of Direc- 
tors, controlled by the common stock, a 
power over dividends which they would not 
otherwise have and which, if uncontrolled, 
might impair the interests of the preferred 
stocks, and that as a consequence, an in- 
equitable and unfair distribution of voting 
power will result from the transaction. But 
the conditions and reservations which we 
attach to our order herein make it unneces- 
sary here to decide that question.” 


COLUMBIA GAS CASE 


In the Columbia Gas & Electric Cor- 
poration case, decided January 25, 
1939, that corporation proposed to re- 
duce its capital stock account in the 
approximate amount of $182,000,000 
as at December 31, 1937, and to create 
therefrom a Special Capital Surplus 
which it felt to be “more than adequate 
to cover (a) any adjustments of items 
on its own books and (b) any adjust- 
ments that it may make to bring its in- 
vestments into line with the values now 
shown on the books of its subsidiaries 
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or with revaluations subsequently made 
thereon.” It presently proposed to 
charge this Special Capital Surplus 
with $58,384,982.87 and proposed to 
make the following adjustments: 


Write-down of investments 
in subsidiary companies. . $57,355,089.78 
Write-down of “other’’ in- 


vg, | ee ey 2,585,799.19 
Write-off of organization 
IB aig. ois: Sis totes 694,607.05 








Total write-down of as- 
set accounts ....... $60,635,496.02 


In addition the company proposed 
to set up the following reserves: 


Provision of Reserve for In- 

vestments in Subsidiaries. 

Equal in amount to tax re- 

serves to be provided on 

the books of certain sub- 

sidiaries by charges to sur- 

plus at acquisition....... $ 734,021.88 
Appropriation of amount to 

provide for the difference 

between minimum liquidat- 

ing values and par values 

of preferred stocks....... $9,680,780.00 


These reserves added to the above 
sum of $60,635,496.02 make a total 
of $71,050,297.90. This amount is to 
be charged to the following accounts: 


Special Capital Surplus (a) $58,384,982.87 
Surplus prior to Jan. 1, 

ORD uc ig Sc ave mw sts we ans 10,249,922.28 
Resewes: TB). iocce soc oy 2,415,392.75 


$71,050,297.90 


(a) The Special Capital Surplus account 
will be created, as stated above, from 
the write-down of the common stock. 

(b) These reserves were provided prior to 
January 1, 1938, for a specific invest- 
ment. 


Here again the Commission per- 
mitted a balance to remain in the sin- 
gle surplus account designated as ‘‘Sur- 
plus Prior to January 1, 1938,” and 
permitted most of the write-downs to 
be charged directly against a reduction 
in the common stock. The company 
was permitted to charge to this ‘‘Sur- 
plus Prior to January 1, 1938” divi- 
dends on preferred and preference 
stocks declared January 6, 1938, in the 
aggregate amount of $1,627,175, and 
no other charges either to ‘‘Special 
Capital Surplus” or “Surplus Prior to 
January 1, 1938,” are to be made ex- 
cept after thirty days’ prior notice to 
the Commission. 
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The Commission made the follow- 
ing comment upon the effect of the 
capital reduction on the public interest 
and the interest of investors and con- 


» sumers: 


“The reduction of the capital account 
establishes a capital surplus to take care 
of possible write-downs of asset items on 
the books of the declarant. Adjustments 
such as are here contemplated do not affect 
the intrinsic value of the declarant’s assets ; 
the physical properties of the system will 
remain precisely what they were before the 
write-downs. The write-downs constitute 
an advance toward conservative accounting. 

“On the other hand where the removal 
of inflationary items discloses an ‘impair- 
ment of capital and the impairment is cor- 
rected not by additions to the property of 
the company but by a reduction in capital ac- 
count, certain problems are raised regarding 
the rights of the different classes of in- 
vestors. In the present case, recognition 
of the existence of inflationary items re- 
veals a large actual though unrecorded im- 
pairment of declarant’s common capital or, 
differently phrased, a large deficit in its 
surplus account. However, since that deficit 
does not reach to the stocks of declarant 
having a preference upon distribution of 
assets, dividends may, under the Delaware 
General Corporation Law be declared and 
paid on all classes of stock out of current 
earnings regardless of the existence of the 
deficit. 

“But Section 12(c) of the Holding Com- 
pany Act creates a strong presumption 
against the propriety of payment of divi- 
dends when capital is impaired, regardless 
of such provisions of state law. That it 
so admonishes us we have recognized in 
Rule U-12C-2, and again so recognized in 
our order of April 8, 1938, with respect 
to the declarant. While such impairment 
exists, application must be made to this 
Commission before dividends may be de- 
clared or paid on any class of stock. 

“As our rules are now constituted, if the 
stockholders vote for and we permit, the 
removal of the impairment by means of a 
restatement of common capital account, fu- 
ture earnings are liberated for the payment 
of dividends and the company freed from 
the requirement of applying to this Com- 
mission for leave to declare or pay divi- 
dends.” 


DIVIDENDS FROM SUBSIDIARIES 


It also appears that the question of 
dividends from subsidiaries was treated 
differently than in the case of The 
United Corporation. In that case it 
will be remembered that dividends de- 
clared by subsidiaries prior to the cut-off 
date, but paid thereafter, were to be 
treated as return of capital and not as 


earnings. In this case the Commission 
recited that Columbia Gas & Electric 
Corporation does not propose to treat 
as income dividends paid by sub- 
sidiaries out of surplus earned by them 
prior to January 1, 1938, but such pay- 
ments, whenever received, are to be 
treated as return of capital or as credits 
to ‘Surplus prior to January 1, 1938.” 
The United Corporation, however, 
held only from 13.9 per cent. to 26.1 
per cent. of the voting stocks of its 
statutory subsidiaries, while the sub- 
sidiaries of Columbia Gas & Electric 
Corporation may have been majority 
owned. The decision does not state. 
It was the Columbia Gas case from 
which the commission quoted in its 
New York and Richmond Gas Com- 
pany decision regarding the effect of 
write-downs in the common stock ac- 
count upon the distribution of voting 
power. Commissioner Robert E. Healy 
in a concurring opinion said, however: 


“I have the greatest difficulty in perceiv- 
ing that the declarant’s proposed adjust- 
ments amount to the exercise of a ‘privi- 
lege or right to alter the priorities, pref- 
erences, voting powers’ or even the ‘other 
rights’ of the preferred stock. The priori- 
ties, preferences and voting rights of the 
preferred will be precisely the same after 
the adjustments as before and it is difficult 
for me to agree that the elimination of a 
deficit through a write-down of common 
stock affects the ‘other rights’ of the pre- 
ferred.” 


If a reduction in the stated value of 
common stock could result in an un- 
equal distribution of voting power be- 
cause of the changed ratio of stock to 
investment accounts, thereby necessi- 
tating a redistribution of voting power, 
it might well result in an annual ap- 
praisal of investments and a writing 
up or down according to the market 
value at the time, and an annual re- 
distribution of such voting power. 

These decisions by the Securities and 
Exchange Commission appear to have 
inconsistencies, but the commission has 
limited their application to the special 
facts of each case. In the Columbia 
Gas & Electric Corporation case that 
company had but one surplus on its 
books, amounting to approximately 
$13,262,000 as of December 31, 1937, 
and “it was quite uncertain what part 


(Please turn to page 137) 
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Studies are being made by various 
agencies as to what captions are in- 
cluded in annual financial statements 
to stockholders of companies in vari- 
ous lines of business. 

Mr. Verl L. Elliott, controller of the 
Atlantic Refining Company, Philadel- 
phia, in replying to a questionnaire re- 
cently which covered these subjects, 
made some comments which are very 
much to the point. He wrote: 

“The American Petroleum Institute 
formed a Committee on Uniform 
Methods of Oil Accounting in 1923, 
which published a 63-paged booklet 
called ‘Uniform System of Accounts 
for the Oil Industry.’ Anyone inter- 
ested can obtain a copy from the Amer- 
ican Petroleum Institute located at 50 
W. 50th Street, New York, New York. 

“This book shows clearly what 
composes each item appearing in the 
balance sheet and income account. It 
also contains the basic principles of the 


| ‘Last In, First Out’ inventory system, 
| which is in general use in the oil in- 


dustry. This inventory system largely 
eliminates inventory profits and losses. 
The system has subsequently been 
adopted by several other basic indus- 
tries such as brass, copper, and leather. 
It does much toward stabilizing earnings 


of companies using it, and leveling tax 


receipts of the Federal Government. 
“The accounting problems of the 
different industries vary widely. Con- 
sequently, it is impracticable for any 
one to attempt to draft a set of finan- 





PROGRAM FOR ACCOUNTING 

COMMITTEES OF INDUSTRIES 

This proposed program of work 
to be done by trade associations 
through their committees on ac- 
counting procedure is stated so 
succinctly and is so comprehensive 
that it should serve to stimulate 
performance of additional work 
which will lead to a closer ap- 
proximation of uniformity of ac- 
counting procedures. 











cial statements to fit all industries. A 
better plan would be to originate a uni- 
form accounting committee in each in- 
dustry, and let them agree upon uni- 
form statements and other information 
needed for that industry. The chief 
accounting officers of the leading com- 
panies in any industry know the prob- 
lems of that industry, such as (1) 
valuing of the inventory, (2) methods 
of amortizing the fixed assets, and (3) 
deciding what items should be ex- 
pensed or capitalized. There are sev- 
eral methods of handling most of such 
problems. If the uniform accounting 
committee for the industry can not 
agree on one particular method, then 
alternate methods should be definitely 
named and described. Each company 
should then tell its stockholders which 
plan it is following. 

“The accounting methods of any 
large company are necessarily complex. 
One good way for a company to keep 
security holders informed would be to 
say in the annual report that a ‘Man- | 
ual of Accounting Procedure’ may be , 
had upon application. This manual 
would set forth the method used by 
the company in respect to the most im- 
portant accounting problems. In the 
oil industry, this would include such 
subjects as (1) valuing oil inventories, 
(2) intangible development costs, (3) 
depletion of oil reserves, (4) depre- 
ciation, (5) amortizing undeveloped 
leases, (6) foreign exchange, (7) in- 
ter-company profits, (8) charges to 
surplus, and the like. 

“There is much interest in this sub- 
ject at this time. The Controllers In- 
stitute of America, with headquarters 
at one East Forty-second Street, New 
York, New York, is giving this sub- 
ject serious study.” 


Treatment of Capital Write-Downs 
(Continued from page 136) 
was earned and what unearned or cap- 
ital surplus.” As there was no defined 
earned surplus to which a write-down 
could be charged, thus creating a defi- 
cit which could then be charged to 
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Suggests Sending Manual of Accounting 
Procedure to Interested Stockholders 


“Special Capital Surplus,”’ the short 
cut was followed of charging the major 
part of the write-down directly to 
“Special Capital Surplus.” 

In the New York and Richmond 
Gas Company case the Securities and 
Exchange Commission followed the 
New York State Commission in its 
treatment of accounting matters within 
that commission’s jurisdiction. On the 
other hand the answer may be that 
where a reduction in value has occurred 
since the accounts were originally set 
up, such reduction in value is treated 
as a loss to be charged to earned sur- 
plus, but where the write-down does 
not reflect an intervening loss in value, 
but is merely to restate the value as 
originally set up, the charge can prop- 
erly be made to a capital surplus. Per- 
haps the answer will be found in later 
decisions of the Commission. 


Comment on Year Book 
“I wish to express my appreciation of 
the fine Year Book which reached my desk 
yesterday. It certainly is a credit to The 
Institute.” 





COMMISSIONER HEALY TO 
ADDRESS MID-WESTERN 
CONFERENCE 


Chairman Frank J. Carr (control- 
ler of the American Steel and Wire 
Company), of the Committee which 
has in charge arrangements for the 
Mid-Western Conference of Con- 

trollers, is receiving many sugges- | 
| tions concerning speakers to be in- 
cluded in the program, and as to 
subjects to be set down for discus- 
sion. 

The date of the Cleveland Mid- 
Western Conference is May 15. 
Sessions will be held at Hotel Cleve- 
land. Honorable Robert E. Healy, 
of the Securities and Exchange Com- 
mission, has accepted an invitation 
to address the dinner which will 
bring the Conference to a close. 

Many of the Controls in the Mid- 
Western territory have appointed 
committees to cooperate with the 
Cleveland committee, and arrange- | 
ments already are being made for 
delegations from the various Con- 
trols. 
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Brief Items from Here and There of Ingst 








Stockholders Make Interesting Comments 
on Proxy Solicitations 
Some interesting comments are being 
received by corporations in reply to their 
letters asking stockholders to execute 
proxies, under the new regulations pro- 
mulgated by the Securities and Exchange 
Commission. Some stockholders com- 
plain because men nominated for election 
as directors hold small blocks of stock; 
others complain because nominees hold 
too much stock. Corporations report that 
proxies are being received at close to the 
same rate as in previous years. 


And Now Come State Wage-Hour 
Enactments! 


Some states have enacted wage and 
hour laws; others are contemplating en- 
actment of such laws. The prospect of 
being required to cope with a maze of 
laws whose provisions differ in major and 
minor particulars, and none of which con- 
forms to the provisions of the Federal 
Fair Labor Standards Act which went 
into effect last October, is appalling. For 
a great many companies it will mean an 
additional burden of record keeping and 
reporting in numerous states, to say noth- 
ing of the additional financial burden. 
This is one of the subjects to be dis- 
cussed in the Eastern Spring Conference 
of Controllers in New York City on April 
24, 

Report on Beet and Cane 
Sugar Companies 


Beet and cane sugar companies form 
the basis of a study in the latest in a 
series of reports in the census of Ameri- 
can business, published by the Securities 
and Exchange Commission. The reports 
are sent without charge to those who ap- 
ply to the commission. 


Insurance Problems To Be Discussed 
in May Meeting 

The annual meeting of the Insurance 
Division of the American Management 
Association will be held May 22-23, at 
the Hotel Claridge, in Atlantic City, New 
Jersey, it is announced by Joseph H. 
Nickell, insurance manager of the Phila- 
delphia Electric Company, who is vice- 
president of the AMA Insurance Division. 

Such topics will be discussed as “Legal 
Aspects of Social Security”, “The Broker’s 
Message to the Insurance Buyer”, “Boiler 
and Machinery Coverage from the Stand- 
point of the Insured and the Insurer”, and 
many other problems of importance to in- 


surance managers. 








YEAR BOOK “HIGHLY 
CREDITABLE PIECE OF 
WORK” 

“As usual, it is a highly cred- 
itable piece of work,” is the com- 
ment of one member concerning 
the 1938 Year Book of The Con- 
trollers Institute of America. 

One of the many useful pur- 
poses served by this publication is 
that by presenting the latest list of 
members of The Institute it makes 
it possible for them to communi- 
cate with one another easily and 
promptly concerning technical and 
other problems. 














One of the features of the meeting will 
be a questions-and-answers session on 
Tuesday morning, May 23, at which Mr. 
Ralph H. Blanchard of the School of 
Business, Columbia University, will pre- 
side. At this session various authorities 
will answer insurance questions concern- 
ing use and occupancy, liability, fire, in- 
land marine, group, and fidelity bonds. 


February Payments of Unemployment 
Insurance Benefits 


Unemployment benefits totaling more 
than $34,700,000—an increase of about 
$5,500,000 over the January total—were 
paid to unemployed insured workers by 
49 state unemployment compensation 
agencies during February, the Social Se- 
curity Board announces. About 850,000 
workers were drawing benefits during the 
week ended February 25, and by the mid- 
dle of March this number had risen to 
more than 1,000,000. 


Accountants Seek Opinions on 
Twelve Specific Problems 


The American Institute of Accountants 
is reviewing its pamphlet “Examination 
of Financial Statements by Individual 
Public Accountants” as a result of recent 
developments in this field, and of studies 
made by other bodies and governmental 
officials. 

A special committee of the American 
Institute of Accountants recently sent to 
its members and associates a question- 
naire in which opinions were sought on 
twelve specific items. The questionnaire 
was dated February 15. Analysis of the 








replies which are being received is ex- 
pected to present a cross-section of opin- 
ion on a number of problems of impor- 
tance to the public accounting profession. 


Earned Surplus a Puzzling 
Problem for All Hands 


A controller who was testifying in a 
hearing before the Securities and Ex- 
change Commission in Washington men- 
tioned “earned surplus.” An attorney 
asked him what earned surplus is. The 
witness replied frankly, “I do not know, 
and I should like to find some one who 
does know.” So should we. Earned sur- 
plus is something that varies, from state 
to state, and from commission to com- 
mission. Even from public accountant 
to public accountant. The men who write 
accounting treatises, and the courts, are 
not agreed on what earned surplus it. 
There is an ever greater division of opin- 
ion as to what items may, or should be, 
credited to or charged against, earned sur- 
plus. So that particular controller or 
any other controller who is confronted 
with that question should not worry over- 
much if he can not answer it. This is 
one of the points on which it is hoped 
that someday, from some source, a defi- 
nite, conclusive ruling, and agreement, 
or a meeting of minds, may be had. 


More Material on Investment 
Trusts Sent to Congress 


The Securities and Exchange Commis- 
sion has transmitted to the Congress 
Chapter VIII of Part Two of its over-all 
report on the study of investment trusts 
and investment companies, which it has 
conducted pursuant to Section 30 of the 
Public Utility Holding Company Act of 
1935. Chapter VIII contains various 
statistical compilations relating to the 
portfolios of investment trusts and in- 
vestment companies and to the trading in 
their portfolio securities. 


Guide for Use in Auditing 
Accounts of Municipalities 


A booklet entitled “Municipal Audit 
Procedures” has been issued by the Na- 
tional Committee on Municipal Account- 
ing. The new booklet is a revision of 
“Tentative Outline of a Suggested Pro- 
cedure for a Detailed Municipal Audit,” 
which was published by the Committee 
several years ago. Mr. F. H. Elwell, 
Director of the School of Commerce, of 
the University of Wisconsin, had charge 
of the revision. The booklet is offered 
as a guide in the audit of municipalities. 
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Controllers’ Congress Campaigns 
for Merit Rating 


The Controllers’ Congress and the Na- 
tional Retail Dry Goods Association 
from the outset have favored merit or ex- 
perience rating. Numerous bulletins of 
the Controllers’ Congress advocated the 
principle of merit rating in the days 
when relatively few states had reached 
the point where they had seriously begun 
to formulate state unemployment com- 
pensation acts, General Manager H. I. 
Kleinhaus told a meeting in Kansas City 
on February 13. 

There are some state acts which have 
no mention of the principle of experi- 
ence rating, others which provide for a 
study of its advisability, and yet others 
which include provisions that will prove 
unworkable or so costly from the ad- 
ministrative angle that they had _ better 
been omitted altogether, he pointed out. 
He added: 

“The Controllers’ Congress has em- 
barked on a program of activity for this 
year that includes a campaign for ex- 
perience rating in state unemployment 
acts. But some of you may say ‘We have 
provided for merit rating.’ ‘We have pro- 
visions for separate employers’ accounts.’ 
Quite true. However, this campaign of 
ours is like a double barrelled shot gun. 
Our objective is to help employers get 
merit rating where there is now no ade- 
quate provision for it, and we also want 
to help employers in states that have 
adopted the principle, to strengthen their 
hold on it and to gird themselves for a 
possible future attack from those who 
look upon it with disfavor and positive 
objection. Hold fast to merit rating— 
hold tightly. Danger lurks between now 
and January 1, 1942, when merit rating 
may become effective in your state, for 
‘things can happen.’ Be guarded—be 
ready to defend any possible attack on 
this principle of rewarding employers 
who stabilize employment.” 


Adjusting Business to New 
Federal and State Legislation 


An attractive and convenient handbook, 
“Adjusting Your Business to the New 
Legislation” has been made available re- 
cently by the Tax Research Institute of 
America, Inc., New York City. It does 
not show merely what the federal and 
state laws and regulations mean, but it 
gives also what it believes are sound, spe- 
cific recommendations and _ illustrations 
for the most economical adjustments to fit 
the new legislation. Its various sections 








PUZZLED? ABOUT SOME 
CONTROLLERSHIP 

PROBLEM? | 

The Controllers Institute of | 
America can help you; or some in- 

dividual member or small group | 
of members. One or more of these 

men has in all likelihood encount- | 
ered the very situation which is 
bothering you. Through The In- 
| Stitute you can reach as many men 
in this field as you wish, either di- 
rectly or with the cooperation of 

| The Institute. 
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explain the following subjects: Who Is 
Affected by Federal Regulation, Chart of 
Illegal Business Practices, Labor Rela- 
tions, Wages and Hours, Advertising and 
Selling Legislation, Robinson-Patman Act 
and Anti-Trust Laws, Miscellaneous Fed- 
eral Legislation, State Business Regula- 
tion, and Future Business Regulation. 
The unique arrangement provides an easy 
method of finding the answer to any of 
the problems under these laws. The hand- 
book is a loose-leaf volume of 1065 
pages, furnished in a five-ring binder. 


Some Installment Paper 
Exempted from Declaration 


Adoption of amendments to Rule 
U-3D-9 under the Holding Company Act, 
which exempts from the declaration re- 
quirements of the act the endorsement or 
guarantee by a public utility company of 
installment paper received from custom- 
ers in connection with the sale of appli- 
ances, is announced by the Securities and 
Exchange Commission. 

As formerly in effect, the rule exempted 
only the guarantee of installment paper 
received in connection with sales of elec- 
tric or gas appliances in amounts not ex- 
ceeding $1,000, and the issuance of notes 
or drafts secured by such installment 
paper. The amended rule broadens this 
exemption to cover such paper arising 
out of sales of electric or gas appliances 
at a price not exceeding $15,000. 

The amended rule also provides an ex- 
emption for the acquisition of installment 
paper by a qualified service company 
and the endorsement or pledge thereof 
by such company. Under this exemption, 
a qualified service company may acquire 
installment paper from an associated pub- 
lic utility and may either retain the notes 





in its own portfolio or transfer them by 
sale or pledge to a financial institution 
without the necessity of filing a declara- 
tion or asking approval of the acquisition. 


Somebody’s Word Must 
Ultimately Be Taken 


A recent editorial in “The Wall Street 
Journal” pointed out that ‘‘almost every- 
where in the process (of auditing) some- 
body’s word must ultimately be taken for 
something.” Why not the controller’s? 

In another editorial, the same publica- 
tion said: “If we are going to legislate on 
the subject (as we usually do after a 
horse has vanished from the stable), we 
shall do well to avoid the attempt to do 
too much by requiring of the independent 
auditor that he shall assume a responsibil- 
ity beyond his power to discharge. No 
auditor—and no government bureau— 
can ever guarantee value in a corporate 
security.” 


Accountants Making Studies To 
Coordinate Principles 


The Committee on Accounting Pro- 
cedure of the American Institute of Ac- 
countants has been enlarged to include 
twenty-one members, with the president 
of The Institute, Mr. Clem W. Collins, 
as chairman. The committee was in- 
structed last September to suggest a plan 
for establishment of a permanent research 
staff. Such a plan has been presented and 
adopted. Professor Thomas H. Sanders, 
of the Harvard Graduate School of Busi- 
ness Administration, is to act as director 
and co-ordinator of research. An attempt 
is now being made to obtain special 
financing for this research department. 
Subcommittees are being created to deal 
with specific topics. 

A significant fact in conjunction with 
the organization of this research depart- 
ment is that it has been stipulated that 
all subjects shall be considered in the 
light of problems peculiar to small 
closely held corporations as well as to 
those of companies whose securities are 
widely distributed and are in all probabil- 
ity listed on exchanges and require regis- 
tration with the Securities and Exchange 
Commission. 

Development of a co-ordinated body 
of accounting principles or procedures 
which may be accepted as a basis for 
practice by public accountants is one of 
the objectives sought. 

The Committee on Accounting Proce- 
dure has informally sought the views of 
controllers with the assistance of The 
Controllers Institute of America. 





Engineer in Controller’s Department, 
Sound Internal Audit, Recommended 


By J. Calvin Shumberger 


Vice-President and Controller, Call-Chronicle Publishing Company 


It is conceded that during the first 
third of this century there was a greater 
development of big business organiza- 
tions than in any earlier period. Prior 
to 1894, the year when double entry 
bookkeeping was introduced into the 
public schools, there were few large 
business enterprises incorporated, other 
than railroads and steel companies. 
Proprietorships and partnerships con- 
trolled large invested capital. Since 1900 
partnerships have given way to corpo- 
rations and these have grown so large 
that it has become physically and men- 
tally impossible for any individual to 
grasp personally all pertinent details. 

In such corporations it is necessary 
to organize departments to perform the 
various services, keep the records and 
the like, each under its appropriate 
head; the physical service under ade- 
quate management, the records under 
the controller or chief accounting officer. 

The officer in control of the records 
and accounting must be one who has 
been tried and proved to be not only 
competent, but one in whom the execu- 
tives have implicit confidence as to 
ability and integrity. 

Because of the overwhelming vol- 
ume of records incident to the business 
transactions, the controller in turn 
must select men of like calibre whom 
he will deputize to oversee and con- 
trol the divisions under him, and so 
on down the line. While each unit 
must be under the supervision of a 
tried and trusted employee, the con- 
troller is the one who in the last analy- 
sis is responsible for the delivery to 
corporate executives of the truly fin- 
ished product, whether monthly state- 
ments or the annual balance sheet and 
profit and loss account. 

The president of every large or 
medium sized corporation will wel- 
come an organization of this kind. 
Every controller who carries this power 
and trust will be in a position honestly 


to guarantee that so far as his respon- 
sibilities are concerned, his records are 
true and correct. 


GREATER ECONOMY THROUGH IN- 
TERNAL CONTROL AND AUDITING 


It will be readily conceded that an 
internal organization of this kind, 
which handles the daily detail, can in- 
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I T is a simple procedure that MA- 
jJoR J. CALVIN SHUMBERGER 
recommends here, to insure cor- 
rectness and completeness of ac- 
counting records and statements, 
and to keep to a minimum the fees 
| for public auditing services. 

Have an engineer in the con- | 
| troller’s department, on a salary | 
basis, for property valuations and | 
inventory surveys; and do a thor- 
ough internal auditing job, to ease 

the task of the public auditor. 
| The more one studies current 
practices, the more apparent it be- 
| comes that even such a fundamen- 
| tal practice as conducting an 
internal audit currently and con- 
tinuously is not followed by all 
business concerns. Too much re- 
liance is thus placed on public 
auditors by many concerns. Safety 
would seem to dictate placing more 
emphasis than in the past on in- 
ternal audit procedures. 

The author of this article is a 
former president of THE CON- 
TROLLERS INSTITUTE OF AMER- 
Ica, and for nearly twenty years 
was controller of Lehigh Portland 
Cement Company of Allentown, 
| Pennsylvania. He is now vice- 
| president and controller of the 
Call-Chronicle Publishing Com- 
pany of that city, which publishes 
three newspapers. 

—THE EpIror. 


| 











stitute an audit program which be- 
cause of its detail and efficiency can 
not be equalled by outside firms of 
public accountants; and this internal 
audit program will also be far less 
costly then one conducted by men not 
so intimately acquainted with a par- 
ticular business. 

Firms of certified public accountants 
should be employed by all corporations 
to make audits so far as these audits 
will be of practical service. However, 
there is a point of saturation in every- 
thing. Up to this point great good can 
be accomplished, but, beyond this 
point it becomes a burden. 

An effective internal audit can be of 
benefit to the certified public account- 
ant as well as to the corporation. There 
are days in every well regulated con- 
cern when employees have some idle 
time. This time can be employed profit- 
ably in auditing the records of another 
department, or another division of 
their own department. This affords a 
fuller and better check of all details 
than one made by an outside person, 
and entails no additional cost. When 
these records, audited and stamped, are 
turned over to a certified public ac- 
countant he will have the opportunity 
of assuring himself that they are cor- 
rect by examining them as far as he 
desires. This relieves him of the ne- 
cessity of checking cumbersome de- 
tails, which enormously increase his 
fee. The corporation is paying the 
certified public accountant for a higher 
degree of service, but it frequently con- 
sumes his time by compelling him to 
perform needless, unnecessary routine. 


AN ENGINEER UNDER JURISDICTION 
OF CONTROLLER 


It has been found tremendously 
profitable to employ as a part of the 
accounting staff, under the jurisdiction 
of the controller, an engineer who will 


(Please turn to page 142) 








This Comptometer Battery Helps Make Possible Macy’s “6% Less” Policy 


MACY'S sells for cash; saves with COMPTOMETERS 


R. H. (“It’s Smart to be Thrifty”) Macy & Co., Inc., the 
world’s largest store, estimates that three factors—volume, 
a velvet-gloved “cash-on-the-line” policy, and store-wide effi- 
ciency—enable them to pass on to customers a saving of 6%. 


Since 1904, Macy’s have used fast, accurate, efficient 
Comptometers in handling their figure work. Today, they 
employ more than 325 Comptometers, 95 of which are used 
in the Sales Audit Department. 


During a normal year, this Department sorts, adds and 
files approximately 72,000,000 pieces of paper, each of which 
serves a particular purpose. Each day the sales checks of the 
previous day are audited and all figure work involved is 
handled entirely on Controlled-Key Comptometers. 


Macy’s also use Comptometers on such vital figure work 
as Compiling Statistics, Merchandise Control, Depositors’ 
Accounts, Planning, Receiving, Advertising, and in the Bureau 
of Adjustments. 


Macy executives report complete satisfaction with the 
Comptometer’s “Compelled Accuracy,” its high speed and 
extreme flexibility. 


Whether you sell for cash or not, your 

local Comptometer representative can 

probably show you a way to substantial 

figure-work savings. Telephone him— 

or, if you prefer, write direct to Felt & 

Tarrant Mfg. Co., 1734 N. Paulina St., 
Chicago, Illinois. 





Forewarned and Comptometer-armed, Macy’s Sales Audit 
Department will make short work of these 100,000 sales 
tickets (product of a typical Macy day). 


COMPTOMETER 


Reg. U. S. Pat. Off. 











Engineer Assists Controller 
(Continued from page 140) 


be responsible for checking the physi- 
cal property, such as buildings, ma- 
chinery, equipment, need of replace- 
ments, repairs, maintenance, improve- 
ments, determination of obsolescence; 
and physical inventories. An internal 
engineer as a part of the controllet’s 
department, on an annual salary basis, 
responsible for the checking of inven- 
tories and for the continuing survey of 
other physical assets will, it has been 
found, prove more effective and less 





Major Shumberger says: 
That corporation is lax which 
depends entirely on outside ac- | 

countants. 

The controller is responsible, | 
in the last analysis, for correct | 
financial statements. 

Internal control and auditing 
is economical. 

A controller must have au- 
thority, and must be trusted, to 
produce results. 

Independent audits, or checks, 
are practical and useful—up to a 
certain point; beyond that they 
become burdensome. 

Sound internal audits help 
public accountants, and assure 
directors and stockholders. 

The best audits, and the least 
expensive, are those made by the 
internal staff, which is familiar 
with the business. 

Give the controller a compe- 
tent engineer on his staff to su- 
pervise and value physical assets 
and inventories. 











costly than occasional engineering serv- 
ice for inventory purposes, on a con- 
sulting basis, in insuring that the cor- 
poration has the physical property that 
the books show. As an organization 
grows in size so should an internal 
auditing as well as an internal engi- 
neering department develop. 

There is no greater assurance of the 
correctness of records and accounts that 
can be afforded to stockholders, in any 
manner whatsoever, than that which 
can be given through a company’s in- 
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ternal organization. No firm of pro- 
fessional engineers and no firm of pub- 
lic accountants can surpass in quality of 
work and low cost that which can be 
done by an effective internal organiza- 
tion. 

When the work of the internal audit 
department has been completed, sup- 
ported by and incorporating the re- 
ports and surveys made by the engineer 
attached to the controller's department, 
a company may with complete confi- 
dence turn the records over to the pub- 
lic accountants, for such checks as they 
feel they should make. This procedure 
will not only give assurance to stock- 
holders, of the correctness and com- 
pleteness of the books and accounts as 
they are prepared for final audit, but 
will be also helpful to the public au- 
ditor. 


CARDS AVAILABLE COVER- 
ING SEC REGISTRATIONS 


The regional offices of the Securities 
and Exchange Commission at New 
York, Boston, Chicago, San Francisco, 
Denver, Atlanta, Fort Worth, Seattle, 
and Cleveland and its public reference 
room in Washington, D. C., have been 
equipped with a system of reference 
cards cataloging the registration state- 
ments filed under the Securities Act of 
1933. 

These reference cards serve as both 
a history of and an index to the regis- 
tration statements. They are available 
for public use at the above named 
offices of the Commission. 

For each registration statement on 
file a reference card is provided giving 
in brief outline certain major data 
about the issue as well as a chronologi- 
cal record of the progress of the issue 
through the registration procedure of 
the commission. These items are the 
same as those appearing in the daily 
Registration Record published by the 
commission. 

The reference card information for 
each registration statement includes the 
file number, the registration form used, 
the name and principal business ad- 
dress of the issuer, the name of the 
president or other principal officer, and 
the type of business or industry; the 
purpose of the issue, a general descrip- 
tion of the securities registered, the 





proposed method of offering, and the 
name of the principal underwriter ; the 
proposed offering price, the number 
of shares or other units to be offered, 
and the dollar amount of the total 
offering. This information is given not 
only as of the date of the original fil- 
ing of the registration statement, but 
also as modified by each amendment. 
In addition, the reference card shows 
the date of the original filing of the 
registration statement, the date of each 
amendment, the effective date, and the 
dates of any hearings, suspensions or 
withdrawal. 

The reference card further gives the 
number of pages contained in the reg- 
istration statement. This is done to 
provide a guide to the cost of photo- 
copies of registration statements. Pho- 
tocopies of registration statements or 
portions of registration statements may 
be obtained from the Washington of- 
fice of the Commission at a price of 
10c per page for the first 100 pages, 
and 7c per page for additional pages. 

Reference cards are already available 
for more than 2,100 registration state- 
ments of more than 3,900 filed since 
the passage of the Securities Act of 
1933. These include all registration 
statements filed since August 1, 1936. 
It is planned to complete reference 
cards for all other statements on file 
under the Securities Act of 1933. Pend- 
ing their completion, reference cards 
for any such statement will be pre- 
pared as soon as possible upon order. 


Mid-Western Conference of Controllers, 
Cleveland, May 15. Make plans to attend. 





Ask Another Controller — 


about those problems that are 
bothering you. Or better yet, ask 
a group of controllers. It is almost 
certain that they will be able to 
give a satisfactory solution out of 
their combined experience. 

Telephone some member of The 
Controllers Institute of America; 
_ or take your problem to a meet- 
ing of your local Control; or 
write headquarters. 

Get the habit of consulting with 
other controllers. That is what 
The Institute is for. 
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says this Nationally known Wholesale Grocer 


Be guided by the experience of S. M. Flickinger Co. Inc., and 
hundreds of other firms in every line of business. You can depend 
on Remington Rand, world’s largest manufacturers of adding 
and bookkeeping machines, for equipment to meet every ac- 
counting need. There is a Remington Rand Bookkeeping Machine 
ready to help YOU secure improved collections and improved 
control. Phone your nearest Remington Rand office today. 


s 





REMINGTON RAND-DALTON BOOKKEEPING MACHINE 
MODEL 890-J. Posts customer’s ledger AND statement simul- 
taneously, through the exclusive dual printing feature— 
accounts payable AND remittance advice simultaneously, and 
other applications—no carbons, all originals. Automatically 
produces and totals a proof-record of entries. Automatically 
computes and extends both debit and credit balances. 
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Formula for Segregating Taxable Income 
Under New York Franchise Tax 


Mr. Francis X. Butler, of the New 
York Bar, discussed the New York 
State franchise tax on business corpo- 
rations at a conference of controllers 
which was a part of the monthly meet- 
ing of the New York City Control, of 
The Controllers Institute of America, 
on March 22, at the Park Central 
Hotel. 

Mr. Butler gave this summary of 
the method of segregating the portion 
of the income of a corporation with 
* headquarters in another state, subject 
to this tax: 


COMPUTATION OF TAX 


If entire business is transacted with- 
in the state and tax is measured by 
entire net income, it shall be based on 
entire net income of the corporation. 

If entire business is not transacted 
within the state and corporation main- 
tains no regular place of business out- 
side the state except a statutory office, it 
shall be taxed on a basis measured by 
its entire net income or entire issued 
capital stock. 


RIGHT TO SEGREGATION 

If corporation maintains a regular 
place of business outside the state, the 
tax shall be based upon a proportion 
of the entire net income to be deter- 
mined in accordance with the follow- 
ing rules: 


METHOD OF SEGREGATION 


That proportion of entire net in- 
come which is taxable under 9-A— 
shall be such portion of the entire net 
income—as the aggregate of 
(1) average monthly value of real 

property and tangible personal 
property within the state, 
(2) average monthly value of bills 
and accounts receivable arising 
from 
(a) personal property sold by the 
corporation from merchan- 
dise manufactured by it 
within the state, 

(b) personal property owned by 
the corporation and not 
manufactured by it within 








this state but sold by it or 
its agents and located within 
the state at the time of the 
receipt of the order, 

(c) the purchase, or sale of, or 
trading in, goods, wares or 
merchandise not located at 
any place at which the cor- 
poration conducted a perma- 
nent or continuous business 
without the state, and where 
the bills and accounts receiv- 
able arose from orders re- 
ceived or accepted by any 
officer or agent, or any place 
of business, in this state, and 
services performed by any 
officer, agent or representa- 
tative of the corporation con- 
nected with, sent from, or re- 
porting, either directly or 
indirectly, to any officer lo- 
cated in this state or at any 
office located in this state or 
at any office located, owned, 
rented or occupied in this 
state. 

(3) proportion of average value of 
stocks of other corporations allo- 
cated to New York 

. bears to . 
the aggregate of 
(1) average total monthly value of 
all real and tangible personal 
property wherever located, 
(2) average total monthly value of 
bills and accounts receivable aris- 
ing from 
(a) personal property sold by the 
corporation from merchan- 
dise manufactured by it with- 
in and without this state, and 

(b) the purchase, or sale of, or 
trading in, personal property, 
or 

(c) from services performed by 
the corporation, its officers or 
agents, excluding those aris- 
ing in any way from ad- 
vances or loans, and 

(3) the average total value of 
stocks of other corporations 
owned by the corporation. 


(d 


~ 


TAX WHERE A CONSOLIDATED 
REPORT IS FILED 


Where consolidated report has been 
filed, Commission may assess tax 
against either of corporations whose 
assets and net income are involved in 
the report and upon the basis of the 
entire net income and entire segregated 
net assets. 


EQUITABLE APPORTIONMENT 


If it appears to the Commission that 

(a) the segregation of assets shown 
by report does not properly re- 
flect corporate activity or business 
done in New York, and 

(b) in any case where tangible assets 
are of nominal value or constitute 
minor element of business done 
in New York, 

the Commission may ascertain net in- 

come to be used in measuring the tax 

by taking of the entire net income a 

percentage obtained as follows: 





SEE PAGE 145 FOR OUTLINE. 
OF SUBJECTS OF TAXATION 











Add to the percentage found in the 
formula set forth above, 

(a) the percentage applicable to New 
York of either gross sales or gross 
receipts, and 

(b) the percentage applicable to New 
York of gross expenses, and 

(c) divide result by three. 
Gross expenses includes only expenses 
involved in service, operation, and 
maintenance (this provision does not 
apply to investment trusts). Any claim 
to segregation under this subdivision 
should be set forth in the report and 
supported by a statement of gross sales 
or gross receipts and gross expenses 
within and without the state. 


RATE OF TAX ON NET INCOME 

Normal rate 414 per cent. of entire 
net income temporarily increased to 
6 per cent. for taxable years beginning 
in 1936, 1937, 1938, and 1939. 


MINIMUM BASES OF TAX 
(1) not less than $25.00, and 
(2) not less than one mill on each 
dollar value of the issued capital 
stock, such value not less than 
(Please turn. to page 150) 























































































































The Tax Law of the State of New York 
Outline of Subjects of Taxation, by Mr. Francis X. Butler, of the New York Bar 
Article General Classification 
Real Property Subject to tax at full value in district in which 
situated, (Sec, 8) Assessment deemed as against real 
property itself and real property holden and liable 
for any tax levied upon it. (Sec. 9) 
Personal Property Whether tangible or intangible, not liable to tax 
locally for state or local purposes, (Sec. 3 as 
amended by Ch. 470 L. 1933) 
1, Domestic corporations-organization tax and 
tax on changes of capital. (Sec. 180) 
Initial taxes 2. Foreign corporations-license fee for 
privilege of exercising franchise or 
carrying on business in New York. (Sec, 181) 
1, Transportation and transmission corporations 
argigga (a) capital stock tax (Sec. 183) 
Public ——— (b) gross earninge tax (Sec. 18h) 
Utilities 2. Water works, gas, electric light, etc. 
es dissing corporations (Sec. 186) 
- & — 
9-8 Businesses 
9-¢ 1. Life, (Sec. 187) 
2. Domestic fire, health and casualty (Sec, 187) 
Ineurance ————} 3. Foreign (Sec. 187) 
» Any other insurance corvoration (Sec. 187) 
1. Savings Banks (Sec. 189) 
a Banks and 2. State banks, trust companies and financial 
ke re laa Financial corporations (Secs. 219-p to 219-pp) 
j exes Institutions 3. National Banks (Sec. 219-rr to 219-bbdb) 
Farmers! fruit growers and other like agricultural 
Farmers ————4 COrvorations organized and operated on a co- 
Cooperative operative basis (Sec. 185) 
1. Real estate corporations (Sec. 182) 
2. Holding corporations (Sec. 188) 
—. 3, Business corporations (Sec. 2082191) 
4. Investment corporations (Sec. 214-b) 
1, Individuals 
2. Trusts 
16-4 Unincorporated 3. Estates (Secs. 386-386k) 
Businesses « Partnerships 
5. Associations, Receivers, etc. 
1, Resident 
10-¢ Decedents' 2. Non-resident (Secs. 2u9-m to 249-mm) 
Estates 
1, Individuals; 
2. Estates 
16 Personal Income 3. Trusts (Secs. 350-385) 
4, Partnerships 
1. Mortgages (Secs. 250-267) 
n - 2. Stock transfers (Secs. 270-281) 
“ty i scellaneous 3. Gasoline & Motor Fuel (Secs. 282-2894) 
18-19 4. Alcghol Beverages (Secs. 420-438) 
Milk (Secs 
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SEC COMPILES DATA 
ON CIGARETTE 
MANUFACTURERS 


The Securities and Exchange Com- 
mission has made public the seventh 
of a series of reports based on a census 
of American listed corporations. This 
report contains a summary of selected 
data on six cigarette manufacturers 
with assets over $10,000,000 each, reg- 
istered under the Securities Exchange 
Act of 1934. It provides individual 
data for each of the companies and 
also combined data for all companies 
in the group. 

The Census was begun in January, 
1936. The study covers about 2,000 
companies having securities listed on 
national securities exchanges. Forth- 
coming summaries will cover data on 
registered companies in other major in- 
dustries, including sugar refining, mail 
order houses, petroleum refining, chain 
food stores, heavy chemicals, automo- 
bile parts and accessories, and building 
equipment. The preface to the report 
points out that these summaries are an 
attempt in some measure to bridge the 
gap between the data available in the 
files of the Securities and Exchange 
Commission and the many potential 
users to whom the data are now rela- 
tively inaccessible. Accordingly, the 
study has been confined to factual pres- 
entation of basic data, plus ratios and 
percentages derived from the data, 
with no attempt to draw conclusions or 
to indicate opinion. 

Copies of all reports may be had on 
application to the Publications Unit of 
the Commission. 


GROUP CONFERENCE ON 
“PRODUCT PROFITABLE- 
NESS” 

A group conference on ‘““What Does 
Product Profitableness Mean?” was 
conducted on March 22 by members of 
the New York City Control. Mr. P. H. 
Littlefield, controller of Canada Dry 
Ginger Ale, Inc., was chairman of the 
conference. In opening it he said: 

“The announcement of this confer- 
ence group covers quite specifically the 
direction which I think this discussion 
might well pursue. The announcement 
reads as follows: 
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“In this conference an attempt will 
be made to stimulate thought concern- 
ing the problems involved not only in 
determining the profit flowing from 
individual items made and sold, but 
also to elicit information concerning 
the extent to which these studies are 
made by manufacturers generally, and 
the reasons for retaining items which 
regularly do not show a profit.’ 

“I found this choice of subject very 
interesting. My company had been 
considering this problem from various 
points of view, and as the result of 
the work done, recently established a 
change in policy with respect to prices, 
which is expected to be very beneficial 
profit wise. 

“Since I have been working on this 
subject, and particularly in reference 
to this meeting, I have been conscious 
of the number of times when the sub- 
ject was referred to directly or indi- 
rectly. For instance, Mr. E. Stewart 
Freeman, in THE CONTROLLER for 
January 1939, discusses this subject as 
part of his article on costs and prices. 
A recent bulletin by Ford, Bacon and 
Davis, Inc., includes quite a bit of 
provocative material relating to profit- 
able and unprofitable business. Mr. 
William W. Werntz, in his recent ad- 
dress to The Controllers Institute, 
stated that one of the requirements of 
registration statements was an analysis 
of operating information so that ma- 
terial facts, pertaining to the relative 
profitableness of lines, will be dis- 
closed. Also, the recent report of the 
United States Steel Corporation in- 
cluded a statement to the effect that 
decreased profits were due ‘to a very 
considerable extent to a dislocated price 
condition in certain important lines of 
finished steel products.’ 

“Lastly, Stevenson, Jordan and Har- 
rison, in a recent bulletin, discussed 
parts of this question, and ended with 
this kind of a statement: ‘Not one 
executive in twenty is in a position to 
secure accurate answers.’ If that is 
true, it would seem as though control- 
lers should take a keen interest in this 
subject.” 

The conference developed many in- 
teresting phases of the subject. 


S EC STUDYING FINANCIAL 
NEEDS OF SMALL BUSINESS 


The Securities and Exchange Com- 
mission has begun, through the Tem- 
porary National Economic Committee, 
a nation-wide fact-finding study of the 
needs of small and intermediate size 
businesses for new capital financing. 
The objective of the study is to obtain 
a picture of the financing problem 
faced by small businesses in the United 
States. Among the facts which will be 
sought are: (1) Detailed estimates of 
the needs of small business for capital 
financing; (2) The various sources of 
capital and the various financial chan- 
nels through which small businesses 
may obtain financing; (3) The factors 
which may operate to prevent small 
businesses from obtaining capital. 





BINDERS— 
BOUND VOLUMES 


of “The Controller” 


Those who are interested 
in preserving their copies of 
the 1938 issues of THE Con- 
TROLLER, either as bound 
volumes or in loose leaf 
binders, are asked to com- 
municate with “The Con- | 
troller,” at 1 East Forty-sec- | 
ond Street, New York City. 

A rate of $2 for binding 
copies, when all are for- 
warded, may be obtained; 
and loose leaf binders will | 
be available at the same 
price, with suitable stamp- 


ing on the cover. 
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@ “Why can’t I get these figures sooner... why can’t I get figures that tell me a// I ought 


to know?” If you are ever forced to make important decisions under such handicaps, it will 


pay you to get...and remember...these facts about Remington Rand Tabulating Machines. 


“Whiskered figures”... incomplete, out-of-date, misleading... 
are two to six weeks old when they reach your desk. Your 
Bookkeeping Department may work at top speed . . . per- 
haps overtime ...and still many reports are late. You're 
the loser, for out-of-date figures always keep you from do- 
ing the job of management of which you're really capable. 


Remington Rand Tabulating Machines do away with 
“whiskered figures”. Perhaps they can put figures and facts 
on YOUR desk days and weeks faster than your present 


AL va 
Wages 


bookkeeping method can deliver them. 
Today, thousands of executives, and the 
hundreds of corporations they manage, 
benefit from the speed of their Reming- 
ton Rand Tabulating Equipment. 





But speed without accuracy is as useless as power without 
control. In all the 28 years since its original commercial 
installation, Remington Rand’s Tabulating Machines Divi- 
sion has centered every resource and every energy on pro- 
ducing equipment of absolute accuracy. Today as always, 
because it is completely mechanical, it is without qualifica- 
tion the most accurate in the world. 


Get Rid of “Foggy Figures”, Too 
Hazardous as “‘whiskered figures’ are, they are no greater 
handicap than those which fail to give you the complete 
business picture. ‘Foggy figures’ also put a heavy burden, 
a needless burden, on every man of management. 


Ordinary bookkeeping methods provide the usual con- 
densed reports, showing totals only. But Remington Rand 
Tabulating Equipment gives you reports that analyze... 





figures which help you control sales, production, inventory, 
personnel, distribution . . . a// the facts you need for making 
prompt, accurate decisions. And the reports it provides are 
current reports ...not weekly, but daily. 


If management is your chief concern, look into the advan- 
tages of Remington Rand Tabulating Machines for Book- 
keeping and Accounting. Send for the Remington Rand 
salesman. Behind him is the world’s greatest name in 
precision office machines. At his fingertips is a vast fund 
of application research . . . your own problem already solved 
for someone else. 


We are proud of every Remington Rand salesman. . . 
proud of his enthusiasm and confidence . . . proud that you 
can depend on him to keep this pledge: his recommenda- 
tions will demonstrate lower costs or greater value than 
your present method, or it’s no sale. 


Phone your local Remington Rand office today... or 
write or wire Remington Rand Inc., Tabulating Machines 
Division, 463 Washington St., Buffalo, New York. Sales 
and service in every principal city throughout North America. 


Get Your Figure-Facts Promptly 


Remington Rand 


e TABULATING MACHINES FOR e 
BOOKKEEPING AND ACCOUNTING 





Responsibility of Public Auditors 
to Third Parties Defined by Courts 


The New York Court of Appeals 
has laid down the doctrine of respon- 
sibility to third parties in two recent 
cases dealing with certified audits by 
certified public accountants, which 
audits were with their knowledge used 
to obtain bank loans. 

The court held that accountants 
may be liable to third parties, even 
where deliberate or active fraud is 
lacking; that heedlessness and reckless 
disregard of consequence may be equiv- 
alent to deliberate intention. 

A refusal to see the obvious, a failure 
to investigate the doubtful, if sufh- 
ciently gross, may furnish evidence 
leading to an inference of fraud so as 
to impose liability for losses suffered 
by those who rely on the balance sheet. 

The certificate in the latest case read: 


“We hereby certify that we examined the 
books of account and record pertaining 
to the assets and liabilities of .......... 
Company as of the close of business De- 
cember’.31, ......5. and based on the 
records examined and information sub- 
mitted to us, it is our opinion that the 
above condensed statement shows the 
financial condition of the company at the 
time stated and that the related income 
and surplus account is correct.” 


The court states that in the absence 
of a contractual relationship or its 
equivalent, accountants can not be held 
liable for ordinary negligence in pre- 
paring a certified balance sheet, even 
though they are aware that the balance 
sheet will be used to obtain credit. 


INFERENCE OF FRAUD 


Accountants, however, may be liable 
to third parties by reason of a repre- 
sentation certified as true to the knowIl- 
edge of the accountants when knowl- 
edge there is none, or by reason of a 
reckless misstatement, or an opinion 
based on grounds so flimsy as to lead 
to the conclusion that there was no 
genuine belief in its truth. A refusal 


By George W. Tucker 
Attorney at Law, New York City 


to see the obvious, a failure to investi- 
gate the doubtful, if sufficiently gross, 
may furnish evidence leading to an in- 
ference of fraud so as to impose liabil- 
ity for losses suffered by those who rely 
on the balance sheet. Negligence or 
blindness, even when not equivalent 
to fraud, is none the less evidence to 
sustain an inference of fraud. 

The contention that the balance 
sheet merely purports to reflect the con- 
dition of the books and that it does this 
correctly does not result in escape from 
liability. 

The duty of an accountant in pre- 
paring a balance sheet is not fulfilled 
by a mere setting up of the items from 
the books. 

The auditor’s business is to ascertain 
and state the true financial position of 
the company at the time of the audit. 
He does not discharge that duty by 
examining the books of the company 
without inquiry and without taking 
any trouble to see that the books them- 
selves show the company’s true posi- 
tion. He must take reasonable care to 
see that they do. Unless he does this 





ESPONSIBILITY of public 
auditors to third parties is a 
problem with which the courts and 
the auditors themselves have been 
wrestling for many years. Two 
cases have been decided recently 
by the New York Court of Ap- 
peals, in which it has been held 
that deliberate or active fraud need 
not be proved to make public ac- 
countants liable to third parties. 
Several factors, if present, may be 
equivalent to deliberate intention. 
The brief review of these findings 
of the courts presented here by 
Mr. Tucker is of exceptional in- 

terest. 

—THE Epiror. 
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his audit would be worse than an idle 
farce. 

For example, the act of accountants 
in placing in circulation a certified 
balance sheet without accompanying it 
with a covering letter importantly af- 
fecting it would of itself constitute 
gross negligence and be an important 
piece of evidence raising an inference 


of fraud. 


Must DiscLOsE ABNORMAL 
SITUATION 


Again, the financial condition of a 
company could not be truthfully ex- 
pressed without mention of an existing 
condition of unpaid advances, amount- 
ing to 125 per cent. of sales, indicating 
that the accounts were in an over-ex- 
tended condition and were badly out 
of proportion to the amount of mer- 
chandise sold during the year, showing 
that the inventories were either exces- 
sive, slow moving or unsalable. Proper 
accounting practice would require that 
the auditors either establish a very 
large allowance for uncollectible ac- 
counts, or indicate, in connection with 
the balance sheet, the existence of the 
abnormal ratio of advances to sales of 
125 per cent. 

The failure to set up proper reserves 
for dormant accounts or to indicate 
the padding of accounts year after year 
by monthly interest charges, or to note 
on the balance sheet the stagnant con- 
dition of a large number of accounts 
and the setting up of a totally inade- 
quate reserve, may each and all be 
argued to a jury as a basis for the 
charge that the auditors had no genu- 
ine belief in these figures in the bal- 
ance sheet to which they certified. 

Certification of a balance sheet, 
knowing it would be used to secure 
bank credit, containing a large item of 
apparently dead accounts on the unin- 
vestigated and unsupported statement 
of the party seeking the credit that 
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these accounts were amply secured, 
although it appeared on the face of 
the books that there had been no real- 
ization upon this security for years, 
would be more evidence from which 
fraud could be inferred. Where the 
books indicate the likelihood of a sub- 
stantial loss, a failure to indicate this 
on the balance sheet can be justified 
only by an actual check-up. 


OTHER BASES FOR FINDING FRAUD 


Other examples of evidence for a 
jury to use as a basis of finding fraud 
are: failure to set up reserves for bank- 
rupt accounts where policies of credit 
insurance covering the same cover only 
a portion thereof; the fact that bank- 
rupt accounts have been with the in- 
surance company from 15 months to 
3 years without action; a demand note 
listed as part of the assets without re- 
serve, although it had been overdue 
and in the hands of an attorney, who 
had been unable to collect it, for two 
years; a sudden increase of sales over a 
year’s previous average, reported with- 
out comment, when investigation was 
called for by the unusual increase and 
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would have disclosed fictitious ac- 
counts; haphazard methods used in 
arriving at figures of doubtful accounts 
and failure to follow usual accounting 
practice with relation thereto. 

The court also has held that the 
fraudulent misrepresentations on the 
part of the auditors as outlined above, 
need not be the sole inducing cause of 
the making of the loan, or the like, 
and the resulting damage; it is suffi- 
cient if such representation be an in- 
ducing cause. 


SPRING CONFERENCE OF 
GAS ACCOUNTING 
SECTION 


The Spring Conference of the Ac- 
counting Section of the American Gas 
Association will be held at the Green- 
brier Hotel, White Sulphur Springs, 
West Virginia, on April 20 and 21, 
1939. 

Among the subjects to be presented 
and discussed at this conference are 
“Interpretations of the Uniform Sys- 
tem of Accounts’; a complete dis- 
course on “Depreciation Accounting” ; 
“Continuing Property Records,” em- 
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bracing presentations on units of prop- 
erty, original cost pricing problems, 
work order systems, defining the dis- 
tinction between transmission and dis- 
tribution, the over all picture on con- 
tinuing property records; a discussion 
of the line between capital and mainte- 
nance expenditures; the allocation of 
indirect and overhead charges between 
operation and maintenance and to fixed 
capital; and methods of accounting for 
taxes. 

Detailed programs of the conference 
have been mailed. Mr. Herbert A. Ehr- 
mann is chairman of the Accounting 
Section. 


SEC PARTY TO FIFTY 
REORGANIZATION 
PROCEEDINGS 


The Securities and Exchange Com- 
mission has recently become a party to 
twelve additional reorganization pro- 
ceedings under Chapter X of the Bank- 
ruptcy Act, as amended. With the in- 
clusion of these cases the commission 
is now a party to forty-nine proceed- 
ings under the statute. 
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OFFICE MANAGERS TO 
MEET IN JUNE 


The twentieth annual conference of 
the National Office Management Asso- 
ciation will take place at the Hotel 
New Yorker, New York City, June 
12, 13 and 14. Leading office execu- 
tives and leaders of many prominent 
business organizations in the United 
States and Canada will participate. 

A program so designed that those 
attending the conference will have an 
opportunity to hear the newest ideas and 
experiences relating to improved office 
practice has been outlined for the 
three-day meeting. Some of the ses- 
sions will be conducted in the form of 
clinics, with various chapters of the 
association in charge. Most of the 
program has been built around the 
theme ‘The Office of Tomorrow.”’ 

On Monday, June 12, Elmer F. An- 
drews, Wage and Hour Administrator, 
is scheduled to address the conference 
on ‘Fair Labor Standards and the Fair 
Labor Standards Act.’ Robert O’Con- 
nor of the architectural firm, Morris 
and O'Connor, will speak on ‘‘The 
Office of Tomorrow, A Glimpse of Its 
Interior.” The Pittsburgh chapter will 
conduct a clinic on profit sharing; the 
St. Louis chapter will devote its time 
to “Control Reports for the Office 
Executive,” and the Montreal chap- 
ter’s part deals with “Control of Cor- 
respondence Costs.” 

On Tuesday, June 13, Gerard Swope, 
president of The General Electric 
Company, is expected to speak on 
“Human Engineering Problems in To- 
morrow’s Office.” A research report 
on the ways and means of supplement- 
ing social security will be made by the 
New England chapter. W. K. Page, 
vice-president of Addressograph-Mul- 
tigraph Corporation, is to discuss, 
“Mechanization in Tomorrow’s Office.”’ 
Clinics will be conducted by the Hart- 
ford chapter on “Philosophy and Prac- 
tice of Company Reports on Operations, 
Finances, and Progress” ; Detroit chap- 
ter, “Flexible Training of Office Em- 
ployees for Flexibility in Production,” 
and the Philadelphia chapter, “Office 
Gadgets.” The association’s annual 
banquet will be held the same day, in 
the evening, at which time honorary 
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awards will be made and the new 
officers of the association presented. 

The following and last day of the 
conference will consist of programs 
offered by the Omaha and Cleveland 
chapters. 

The National Office Management 
Association, organized in 1919, is a 
national organization founded for the 
purpose of promoting and applying 
scientific methods to the problems of 
modern office management and organi- 
zation. Controllers generally are inter- 
ested in the activities of this organi- 
zation, as office management is one of 
the functions of a business which is 
generally under the supervision of the 
controller. 


Part One of Investment Trust Report 
Completed 

Printed copies of part one of the 
report of the Securities and Exchange 
Commission on investment trusts and 
investment companies—'‘The Nature, 
Classification, and Origins of Invest- 
ment Trusts and Investment Com- 
panies’’—are now available at the Su- 
perintendent of Documents, Govern- 
ment Printing Office, Washington, 
D. C., at 20 cents a copy. 

A limited number of mimeographed 
copies of Part Two of this report, 
presenting a statistical survey of In- 
vestment Trusts and Investment Com- 
panies, are available at the Publications 
Unit of the Securities and Exchange 
Commission, Washington, D. C. These 
may be obtained free of charge until 
the supply is exhausted. 

Part Two of the report is now being 
printed and will probably be available 
within two months. 


Technical Adviser of Securities Commission 
Resigns 

Dr. Paul P. Gourrich has resigned 
as technical adviser of the Securities 
and Exchange Commission and director 
of the investment trust study. Dr. 
Gourrich has been with the commis- 
sion since its inception as director of 
the Research Division, director of the 
investment trust study, and technical 
adviser. 


Control of Disbursements 
(Continued from page 132) 
size or character, the control of operat- 
ing disbursements is limited only by 


the controller's ingenuity. It can, of 
course, be overdone—but the judgment 
of the controller should weigh the pos- 
sibility of increased profits against the 
cost of controls. In the final analysis 
the auditors will readily determine the 
efficacy of the controller's operations. 


Case Material 
(Continued from page 133) 


tion, as delineated in the company’s 
by-laws.” 

This appeal brought the whole ques- 
tion to a head. The controller was re- 
quested to resign. 

(EDITORIAL NOTE. While it appears 
that misunderstanding and a clash of 
personalities played a part in the con- 
clusions in the above case, the type of 
charges advanced is of interest because 
of the problems involved of internal 
check and audit, and of the relation of 
the controller to the treasurer and 
Board of Directors.) The May issue of 
THE CONTROLLER will present a con- 
tinuation of this case. 


New York Franchise Tax 
(Continued from page 144) 


(a) its face value or 

(b) market value, and 

(c) not less than net worth, and 

(d) not less than $5.00 a share. 
(3) not less than would be produced 

by formula known as ‘Salary 

Method.” 


CASH EXCLUDED IN TOTAL 
ASSETS WHERE CORPORATION 
IS ENTITLED TO SEGREGATION 
AND SUBJECT TO ONE MILL TAX 


Cash on hand and on deposit shall 
be excluded from aggregate assets in 
New York and wherever located. This 
provision applies to taxable years be- 
ginning on and after November 1, 
1939. (See chapter 541, laws of 1938.) 


Volume 2 of SEC Decisions 
Available at Printing Office 
The Securities and Exchange Commis- 
sion announces that Volume 2, Part 2 of 
its ‘Decisions,’ containing findings and 
opinions from July 1, 1937, to December 
31, 1937, has been printed. This volume, 
which contains 95 findings and opinions, 
may be obtained from the Superintendent 
of Documents, United States Government 
Printing Office, Washington, D. C., for 60 
cents. 
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NEW MEMBERS ELECTED 


At a meeting of the Board of Directors 
of The Controllers Institute of America, 
held March 28, 1939, the applicants named 
below were elected to active membership 
in The Institute: 


CHARLES A. ARMITAGE 
United Farmers Cooperative Creamery 
Association, Inc., Charlestown, Massachu- 
setts. 
JoHN W. BRIDGWATER 
Maurice A. Knight, Akron, Ohio. 
CLARENCE P. BrISSON 
General Investment Corporation, Boston. 
ARTHUR L. CABLE 
Western Auto Supply Company, Los An- 
geles. 
C. B. EDwARDS 
Southland Paper Mills, Inc., Lufkin, 
Texas. 
L. G. IHRIG 
The Egry Register Company, Dayton, 
Ohio. 
ROBERT J. KASER 
The McCall Corporation, Dayton, Ohio. 
R. L. KAUFFMAN 
The Dayton Pump & Manufacturing Com- 
pany, Dayton, Ohio. 
W. H. KERMAN 
The Journal-Herald Publishing Company, 
Dayton, Ohio. 
EpwarD F. LYLE 
City National Bank & Trust Company, 
Kansas City, Missouri. 
Harry I. MACLEAN 
University of Pennsylvania, Philadelphia. 
ANTHONY B. MANNING 
R. E. Dietz Company, New York City. 
THOMAS R. MCNAMARA 
Craig Movie Supply Company, Los An- 
geles. 
WILLIAM M. MorGAN 
Supplee-Wills-Jones Milk Company, Phil- 
adelphia. 
ERNEST O. ORCHARD 
Kellogg Company, Battle Creek, Michi- 
gan. 
WALTER E. PINNEY 
Citizens National Trust & Savings Bank 
of Los Angeles, Los Angeles. 
WARREN WEBSTER 
The Joyce-Cridland Company, Dayton, 
Ohio. 
E. W. WESTON 
The Weston Paper & Manufacturing 
Company, Dayton, Ohio. 


MEETINGS OF CONTROLS 


Indianapolis: 
Topic: “Business Forecasting” 


The first regular monthly meeting of 
the recently organized Indianapolis Con- 
trol was held on March 29 at the In- 
dianapolis Athletic Club. Mr. Victor 
Seiter, a director of the Control and as- 
sistant secretary of the Citizens Gas and 
Coke Utility, was in charge of the meet- 
ing, which took the form of a round-table 
discussion on “Business Forecasting.” 
Dean M. O. Ross, School of Business Ad- 


ministration, Butler University, partici- 
pated in the discussion, for which mem- 
bers had prepared charts. The meeting 
was open to members and guests, who 
were most enthusiastic about the pros- 
pects for future meetings of the Control. 


Kansas City: 
Topic: “Income Taxes” 
The Kansas City Control, which was re- 
cently organized, held its first regular 
monthly meeting on March 13 at the Am- 
bassador Hotel. It was a discussion meet- 
ing on “Income Taxes,” and Mr. John 
Anderson, of Luzier’s, Inc., a director of the 
Control, was the leader. 


Los Angeles: 
Topic: Open Forum 
The monthly meeting of the Los Angeles 
Control was held on March 16 at the Clark 
Hotel. The meeting was an open forum 
for the discussion of problems presented 
by the members. Mr. H. T. Short, of 
Bekins Van & Storage Company and presi- 
dent of the Control, brought up for discus- 
sion a number of recommendations on pro- 
posed legislation which were received from 
the San Francisco Control. 


Los Angeles: 
Topic: Special Meeting 
To honor Mr. Henry C. Perry, past 
president and present chairman of the 
Executive Committee of The Controllers 
Institute of America, the Los Angeles 
Control held a special meeting on March 
30 at the Clark Hotel. Mr. Perry will be 
in California for a few weeks on business 
for his company, The Heywood-Wakefield 
Company, Gardner, Massachusetts, and 
was in Los Angeles about ten days. On 
April 21 he will address the American 
Association of Collegiate Schools of Busi- 
ness at Stanford University. This visit 
by Mr. Perry was arranged as the official 
contact of the national office with the 
Los Angeles Control for the current year. 


Milwaukee: 
Topic: 
ods” 
The guest speaker at the Milwaukee 
Control meeting held on March 14 at the 
Milwaukee University Club was Mr. New- 
ton V. Wagner, certified public account- 
ant of Milwaukee. His subject was “In- 
ventory Valuation Methods,” which 
proved to be so interesting to the mem- 
bers that they asked many questions fol- 
lowing the address. 


“Inventory Valuation Meth- 


New England: 
Topic: “Some Aspects of the Con- 
trollership Functions” 

For the past four months Professor Wy- 
man P. Fiske, Associate Professor of Ac- 
counting, Massachusetts Institute of Tech- 
nology, has been carrying out with the 
assistance of Mr. G. Lowell Williams a 
study of the controller’s job and its relation 
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to the rest of the business organization. At 
the regular meeting of the New England 
Control, held on March 21 at the University 
Club, Boston, Professor Fiske reported on 
some of the developments of the contact 
of the controller with other parts of the 
organization and on some of the conflicts 
that arise. Mr. Williams was also present 
at the meeting to join in the discussion and 
to answer questions. Professor Fiske is an 
associate member of The Institute and is a 
member of its National Committee on Edu- 
cation. The meeting was open to guests. 
Professor Fiske’s presentation provided an 
unusual opportunity for each one present 
to find out how the coverage of his own job 
compares with general controllership prac- 
tice. 


New York City: 
Topic: Group Conferences 

A second series of group conferences 
was held at the monthly meeting of the 
New York City Control on March 22 at 
the Park Central Hotel. The meeting began 
with a general get-together dinner, after 
which the groups went to separate rooms 
for the discussions of the evening. Group 
One: The subject was “New York State 
Franchise Taxes” under the chairmanship 
of Mr. George D. Ellis of Combustion En- 
gineering Company, with Mr. Francis X. 
Butler, attorney, as the speaker and dis- 
cussion leader. Group Two: The subject 
was “What Does Product Profitableness 
Mean?” Mr. P. H. Littlefield, of Canada 
Dry Ginger Ale, Inc., was the chairman, 
and Mr. Kenneth R. Woodruff, of Hygrade 
Food Products Corporation, was the discus- 
sion leader. Group Three: The subject 
was ‘Procedures Followed in Preparing Con- 
solidated Financial Statements,” with Mr. 
Lewis D. Parmelee, of Atlantic Gulf & 
West Indies Steamship Lines, as the chair- 
man. 

Mr. Henry F. Storck, of Ford, Bacon & 
Davis, Inc., as general chairman of the 
annual Eastern Spring Conference of Con- 
trollers, reported on the plans for the all 
day conferences to be held in New York 
City on April 24 at the Waldorf-Astoria 
Hotel. Mr. John H. MacDonald, of Na- 
tional Broadcasting Company, president of 
the Control was in charge of the meeting, 
and Mr. E. B. Nutt, of Standard Oil Com- 
pany (New Jersey) was chairman of the 
committee on group conferences. 


Philadelphia: 

Topic: “Experience (or Merit) Rat- 
ing under Proposed Amendments 
to the Pennsylvania Unemploy- 
ment Compensation Law” 

Members of the Philadelphia Control 
believe that if the Pennsylvania Unem- 
ployment Law is amended to include ex- 
perience or merit rating considerable 
savings in unemployment compensation pay- 
ments may be effected. It was not neces- 
sary to urge the members to attend the 
monthly meeting of the Control on March 
2 at the Penn Athletic Club to hear an 
address on “Experience (or Merit) Rating 
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under Proposed Amendments to the Penn- 
sylvania Unemployment Compensation 
Law.” The guest speaker was Mr. Frank 
B. Cliffe, assistant controller of Gen- 
eral Electric Company, Schenectady, New 
York. He has an intimate and profound 
knowledge of the unemployment com- 
pensation laws and has continually urged 
simplification of the benefit formula and 
administrative procedure. Mr. Cliffe has 
been associated with the General Elec- 
tric Company since 1920. At present he 
supervises the company’s contribution and 
information returns under all Federal 
and State Social Security laws, operating 
in nearly every state. 

An advance notice of the April meeting 
of the Control to be held on April 6 an- 
nounces an open forum discussion on 
“The Position and Responsibilities of 
Controllers and Public Accountants in 
Business Enterprises.” Mr. D. H. Tyson of 
U. S. Pipe and Foundry Company, and a 
director of the Control, will lead the dis- 
cussion. 

On March 16 at the invitation of Mr. 
Thomas W. Dinlocker of S K F Industries, 
Inc., and, also a director of the Control, 
the members held a luncheon meeting in 
the Board Room of the company. Presi- 
dent Batt of S K F Industries gave an ad- 
dress on “Government and Business” and 
concluded with some pertinent remarks 
concerning the controller from manage- 
ment’s viewpoint. After luncheon the 
members inspected the plant. 


Pittsburgh: 
Topic: Dinner and Inspection Tour 
As a special program for the meeting of 
the Pittsburgh Control on March 27, Mr. 
W. H. Dupka, a director of the Control, 
invited the members to inspect the new 
continuous strip sheet mill of the Jones & 
Laghlin Steel Corporation. They met for 
dinner at the William Penn Hotel and left 
there at 8:00 P.M. A forty-passenger bus 
provided round-trip transportation from the 
hotel. 


Rochester : 

Topic: “SEC Requirements and Their 
Effect upon the Duties of Con- 
troller” 

Mr. C. J. Van Niel, of Eastman Kodak 
Company, and vice-president of the Roches- 
ter Control, led a lively discussion at the 
regular meeting of the Control which was 
held on March 29 at the Rochester Club. 
The subject was “SEC Requirements and 
Their Effect upon the Duties of Controller.’ 
Mr. Van Niel’s description of the problems 
and the information which he gave covering 
present rules and regulations of the Com- 
mission were exceptionally interesting and 
valuable to the members and guests in at- 
tendance. 


San Francisco: 
Topic: “Proposed Amendments of the 
California Unemployment Reserve 
Act” 
A special committee of the San Francisco 
Control consisting of the Board of Directors 


and the Tax and Legislation Committee has 
been considering the provisions of seventy- 
nine bills introduced in the State Legisla- 
ture which would amend the Unemploy- 
ment Reserve Act. This committee sub- 
mitted to the members of the Control a 
report on these bills and a recommendation 
of either approval of, opposition to, or no 
interest in, each of the measures, at the reg- 
ular meeting of the Control held on March 
16 at the Hotel St. Francis. 


St. Louis: 
Topic: “Internal Control of Operat- 
ing Disbursements” 

The regular meeting of the St. Louis 
Control was held on March 28 at the 
Missouri Athletic Association. Mr. Louis 
G. Rowe, of Emerson Electric Manufactur- 
ing Company and a director of the Control, 
spoke on “Internal Control of Operating 
Disbursements” and led the active and 
constructive discussion which followed. 
Members were prepared to discuss their own 
problems and methods. 


Syracuse: 
Topic: “Social Security Acts” 
The regular meeting of the Syracuse Con- 
trol was held on March 20 at the University 
Club. Mr. John A. Williams of Niagara 
Hudson Power Corporation and a director 
of the Control, led the discussion on ‘‘Social 
Security Acts.” This was another in the 
series of round table discussions to be con- 
ducted by the members themselves and with- 
out the assistance of a guest speaker. 


Twin Cities: 

Topic: “The Proposed Amendment 
to the Minnesota Unemployment 
Compensation Law” 

President H. G. Peterson, of Minne- 
apolis-Honeywell Regulator Company, pre- 
sided at the regular meeting of the Twin 
Cities Control on March 7 at the St. Paul 
Athletic Club. After a brief business period 
he turned the meeting over to Mr. H. P. 
Buetow, a director of the Control and chair- 
man of the Committee on Unemployment 
Insurance. He gave a report on the com- 
mittee meeting held with Mr. Winslow of 
the Shell Petroleum Company and Mr. 
Harry Harper, chief accountant of the 
Minnesota Unemployment Compensation 
Division. Mr. Harper attended the meeting 
and explained the proposed merit rating 
plan drawn up by him and, together with 
other members of the Unemployment Divi- 
sion, answered the questions of members 
and guests of the Control. 


Baltimore: 
Topic: “Inventories” 
The Baltimore Control met March 15 
at the Lord Baltimore Hotel. The meeting 
was attended by President Roscoe Seybold 
of The Controllers Institute of America, 
and by the managing director of The In- 
stitute. Half a dozen members of the Dis- 
trict of Columbia Control were in at- 
tendance. The evening was devoted to 
discussion of two subjects, the checking of 
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inventories and the control of inventories; 
and the duties and responsibilities of a 
controller. Every person present reported 
on the practices which are followed by his 
company. The meeting adjourned at 10:30 
o'clock. 


Buffalo: 
Topic: “Private versus Public Invest- 
ment” 

Professor Shaw Livermore, dean of the 
School of Business Administration, Uni- 
versity of Buffalo, was the speaker at the 
monthly meeting of the Buffalo Control 
held on March 7 at Hotel Statler. His 
subject was “Private versus Public In- 
vestment,” and his address opened many 
new avenues for thought. A very stimu- 
lating discussion of current economic 
problems followed in which Mr. Wallace 
Anderson of Schoellkopf, Hutton & Pome- 
roy took part. 


Chicago: 
Topic: Technical Discussion on ‘The 
Controller—What Should He Be?” 
Apart from the regular monthly meeting, 
the Chicago Control held a separate meet- 
ing on March 14 at Fred Harvey’s and 
called it a Technical Discussion Dinner 
Meeting. The subject was ‘The Control- 
ler—What Should He Be?’ The discus- 
sion centered on the studies being made by 
various agencies, including the Securities 
and Exchange Commission, which may re- 
sult in additional legal responsibilities being 
placed upon the controller. The regular 
meeting was held on March 28. 





Cincinnati: 
Topic: ‘“Profit-sharing Plans” 
The regular monthly meeting of the 
Cincinnati Control was held on March 14 
at the Hotel Alms and was presided over 
by Mr. G. Bain Waters of The Richard- 
son Company, vice-president of the Con- 
trol. A member of the Control, Mr. 
Kelly Siddal of Procter and Gamble Com- 
pany, was the speaker of the evening. In 
a very interesting way he outlined profit- 
sharing plans from the beginning to the 
present time, and was followed by Mr. 
Seegar, a guest, of the Tool Steel Gear 
and Pinion Company, who explained the 
profit-sharing plan used by his company. 


Cleveland: 
Topic: “Business Forecasting” 
The Cleveland Control held its monthly 
meeting on March 14 at the Hotel Cleve- 
land. Mr. H. L. Patch, president of the 
Control and controller of The Standard 
Oil Company (Ohio), presided and called 
for the report of the nominating commit- 
tee. Mr. M. W. Thernes, chairman of 
the Committee on Nominations, presented 
the names of members nominated for elec- 
tion to serve as officers and directors from 
June, 1939 to June, 1940 as follows: 
Mr. L. D. McDonald, Warner & 
Swasey Company, for president; Mr. H. 
P. Thornton, White Motor Company, for 
vice-president; Mr. J. P. Carpenter, Cleve- 
land Union Stock Yards Company, for 





til 
tro 


Co 


e 
» 
1g; 
nd 


ler 
ol- 
1S- 
by 


ies 


ng 
lar 





INSTITUTE ACTIVITIES 


secretary; Mr. J. E. Heidgen, Basic Dol- 
omite, Inc., for treasurer; Mr. Thomas J. 
Tobin, International Mercantile Marine 
Company, for assistant secretary. 

For Directors: Mr. H. L. Patch, Stand- 
ard Oil Company (Ohio); Mr. W. E. 
Gillette, Ferbert-Schorndorfer Company; 
Mr. John H. Black, Bailey Meter Com- 
pany; Mr. R. J. Snyder, Steel and Tubes, 
Inc.; Mr. N. G. Gauthier, The Ferro Ma- 
chine & Foundry Company; Mr. C. L. 
Cole, Glidden Company; Mr. Thomas P. 
Tompkinson, B. F. Goodrich Company. 

The nominations were ordered accepted 
and recorded by the secretary. The presi- 
dent stated that no further action would 
be taken at present, and that additional 
nominations could be made from the floor 
at the time of the election, if desired. 

The meeting was then turned over to 
Mr. Jay Iglauer, of the Halle Bros. Com- 
pany and a member of the Control, who 
had charge of the program, which was 
devoted to ‘Business Forecasting.’ Mr. 
Kenneth MacKenzie of the Federal Re- 
serve Bank led the discussion. Each mem- 
ber had been requested to prepare a chart 
showing sales activities for the past three 
or four years, with forecast if possible for 
the first six months of 1939. Some inter- 
esting material was presented, and all 
showed advancing trends in estimates for 
1939. After discussion, a committee of 
five was appointed by President Patch to 
work out a plan for assembling and han- 
dling the charts. 


Cleveland: 


Topic: Committee on Business Fore- 
casting 


At the meeting of the Cleveland Con- 
trol held on March 14, 1939, a Commit- 
tee on Business Forecasting was appointed 
by President Patch. The following mem- 
bers were appointed to make up this 
committee: 


Jay Iglauer, Chairman, Halle Bros. Com- 
pany. 

Welby E. Gillette, The Ferbert Schorn- 
dorfer Co. 

R. J. Snyder, Steel & Tubes, Inc. 

M. W. Thernes, The Ohio Public Serv- 
ice Co. 

H. P. Thornton, The White Motor Com- 
pany. 


The above committee will function un- 
til the end of the fiscal year of the Con- 
trol. 


Connecticut: 
Topic: “The Function of Public Ac- 
countants in Business Audits” 
The Connecticut Control held its monthly 
meeting at Hotel Elton, Waterbury, Con- 
necticut, on March 8. Mr. William M. 
Black, C.P.A., partner of a New York 
City firm of public accountants, addressed 
the members on “The Function of Public 
Accountants in Business Audits.” 


Dayton: 


Topic: New Control To Be Organ- 
ized 

The directors of The Controllers Institute 
of America, at a meeting on March 28, at 
the Harvard Club, New York City, voted 
to issue a charter for the organization of a 
Control in Dayton, Ohio. A petition for 
the charter was presented to the Board by 
thirteen members of The Institute in Day- 
ton. 

This is the result of a meeting of control- 
lers in Dayton on March 9 for the purpose 
of deciding whether or not they wished to 
form a local Control of The Institute. Eight- 
een persons attended the meeting, six of 
whom were members of The Institute. A 
seventh member was unable to be present. 
Five of those in attendance filed applica- 
tions for membership, and a few days later 
a sixth application was received at the na- 
tional office. It was the consensus of those 
present that no time should be lost in organ- 
izing a Control in Dayton. They elected 
Mr. G. Russell Palmer, The Standard Regis- 
ter Company, as temporary chairman, and 
Mr. E. F. Campbell, the Fyr Fyter Com- 
pany, as temporary secretary. Eventually 
thirteen members signed the petition which 
has received favorable action by the direc- 
tors of The Institute. 

It was agreed that a meeting for the 
organization of the Control should be held 
in Dayton on Friday evening, April 21, at 
the Biltmore Hotel, and that the members 
of the Cincinnati Control be invited to at- 
tend for a joint meeting. Complete plans 
will be announced later. It is expected 
that national officers of The Institute, Mr. 
Roscoe Seybold, president, and Mr. Arthur 
R. Tucker, managing director, will be on 
hand to present the charter to the new 
Control. 


Detroit: 


Topic: “Schemes for Increasing Prof- 
its to Dealers” 


Mr. John Scoville, chief statistician of 
the Chrysler Corporation, was the speaker 
at the regular meeting of the Detroit Con- 
trol, which was held on March 8 at the 
Detroit Leland Hotel. He gave an ex- 
tremely interesting and enjoyable address 
on “Schemes for Increasing Profits to 
Dealers.” This was an open meeting and 
members were permitted to invite guests. 


District of Columbia: 
Topic: “Depreciation Methods and 
Policies” 

The regular meeting of the District of 
Columbia Control was held on March 28 
at the Carlton Hotel. Dr. Henry W. 
Sweeney, of the Farm Credit Administra- 
tion and chairman of the Educational Com- 
mittee of the Control, led a discussion on 
the subject ‘Depreciation Methods and 
Policies.” Guests were invited to attend 
the meeting and joined the members in the 
discussion. 
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Washington Committee Watching 
Legislation 

Mr. Ralph E. Heitmuller, of the Acacia 
Mutual Life Insurance Company and Mr. 
William R. Little, of The Evening Star 
Newspaper Company (President of the 
District of Columbia Control) constitute a 
committee of the Control to attend public 
hearings on proposed amendments of the 
District of Columbia Unemployment Insur- 
ance Act. 


Parmelee Chairman of Wage-Hour 
Committee 

Mr. L. D. Parmelee, controller of Atlan- 
tic Gulf and West Indies Steamship Lines, 
has been appointed by President Roscoe 
Seybold of The Controllers Institute of 
America as chairman of a newly created 
Committee on Wage-Hour Procedure. An- 
nouncement of the complete personnel of 
the committee will be made shortly. 


Personal Notes 

Mr. Henry A. Stix, a member of The 
Controllers Institute of America, became 
vice-president of the Associated Gas & 
Electric Company on April 4; also of its 
immediate subsidiary, the Associated Gas 
& Electric Corporation. Mr. Stix is 41 
years of age. He has been employed by 
the Associated system for nineteen years. 
The announcement of Mr. Stix’s promo- 
tion, made by Mr. John I. Mange, presi- 
dent, stated that Mr. Stix would continue 
as controller of the company, directing 
accounting and related work. Mr. Stix 
became a member of The Controllers In- 
stitute of America on September 14, 1934. 

Mr. Edmond S. La Rose, who for a num- 
ber of years has been assistant controller of 
Bausch & Lomb Optical Company, Roches- 
ter, was elected controller of that company 
at the annual meeting held March 21. Mr. 
La Rose has been a member of The Control- 
lers Institute of America since February 27, 
1936. He is secretary of the Rochester 
Control. 

Mr. A. E. Church has been named con- 
troller of Newsweek, 1270 Sixth Avenue, 
New York City, and has taken up his new 
duties. He formerly was controller of Street 
& Smith Publications of this city. He has 
been a member of The Controllers Institute 
of America, New York City Control, since 
September, 1933. 








TIMELY FIGURES! 


Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. Dependable results. 


ATLAS CALCULATING SERVICE 
25 E. Jackson Blvd. Chicago, Ill. 











Make reservations now for Eastern Spring 
Conference of Controllers to be held at 
Waldorf-Astoria Hotel, New York City, 
April 24. 


EMPLOYMENT 


Management-Minded Controller 

A resourceful and conscientious execu- 
tive, qualified by ability and experience to 
accept management authority and respon- 
sibility, is available. Can prepare and pre- 
sent management-minded reports to presi- 
dent and directors on costs and methods 
of manufacture, administration, distribu- 
tion, and finance. Has installed the general 
and standard cost accounting procedure in 
a textile corporation doing more than $6,- 
000,000 annual sales. Handled federal, 
state, and municipal taxes. Experienced in 
sales, financial and expense budgets, insur- 
ance, credits, production and inventory 
control. With textile manufacturer near 
Philadelphia over eleven years, present 
position as controller includes economical 
and efficient management of administra- 
tive office with more than 100 employees. 
A Protestant, 40 years old. Young and 
flexible enough to adapt himself to estab- 
lished policies; old enough to use tactful, 
mature judgment in the execution of these 
policies. Can be depended upon to main- 
tain a high standard of ethics and admin- 
istration. Address No. 275, “The Con- 
troller.” 

Controller 


A man of wide experience and with 
an excellent record in the controllership 
field is now available. Eighteen years 
with one large manufacturing corporation, 
approximately ten years as assistant and 
controller. University training. Age 41. 
Box 292, ‘The Controller.” 


Controller-Treasurer 


An experienced man now employed wishes 
to make a change. For nearly fourteen years 
he has supervised general accounting ac- 
tivities and has performed practically all 
of the usual duties of a controller in the 
manufacturing field. He is married, Chris- 
tian, accountancy graduate, and has a 
pleasing personality. Address No. 299, 
“The Controller.” 


Young Controller Available 


An accountant who has passed the exami- 
nations in New York State for certified pub- 
lic accountant, age 29, desires connection 
with sound progressive organization at 
moderate salary. He has had eleven years 
of diversified public and private accounting 
experience. He is ‘tax conscious’ in the 
administration of financial matters, having 
been in charge of the tax department of 
large national distributing organization for 
five years and keeps abreast of current 
changes. He is ‘“‘systems-minded” as to 
internal-audit procedure, budget control and 
supervision of preparation of financial re- 
ports and statistical and research reports 
for management. Has proved initiative and 
ability to execute major responsibilities. 
His experience includes also two years trav- 
eling, auditing diversified businesses. Has 
had experience with foreign exchange and 
industrial banking. Has handled personal 
financial and tax matters for several out- 
standing executives in the motion picture 
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Institute's 1938 Year Book 
Mailed to Members 


The 1938 Year Book of The 
Controllers Institute of America 
was mailed to members late in 
March. Any member who failed 
to receive a copy is asked to notify 


the office promptly. 











industry. Is an accountancy graduate and 
has completed courses on corporate finance 
and taxes. Can supply excellent references 
in all past connections in addition to bank- 
ing and personal recommendations. Ad- 
dress No. 304, ‘The Controller.” 





Brief Facts Concerning 
CONTROLLERS INSTITUTE 
OF AMERICA 
Organized, December 29, 1931; in- | 


corporated, December 31, 1931. 
A non-profit membership corpora- 





tion, under laws of District of Co- | 
lumbia. | 

Membership, 1,161. Includes control- 
lers from many diversified lines 
of business and industry. 

Purposes, advancement of technical 
and other interests of controllers. 
President, RoscoE SEYBOLD, Westing- 
house Electric & Manufacturing 

Company, Pittsburgh. 

Eligibility Rules: Membership open 
only to controllers, and to assistant 
controllers when sponsored by 
their chiefs. (In case of company 
which has no one with title of 
controller, the person performing | 
the commonly accepted duties, and | 
carrying the usual responsibilities, | 
of a controller, becomes eligible.) 
Associate class open to educators 
and writers and to corporate ofh- 
cers of grade equal to or higher 
than that of controller. 

Branches, in twenty-two cities: Balti- 
more, Boston, Bridgeport, Buffalo, 
Chicago, Cincinnati, Cleveland, 
Dayton, Detroit, District of Colum- 
bia, Indianapolis, Kansas City, Los 
Angeles, Milwaukee, New York 
City, Philadelphia, Pittsburgh, 
Rochester, Saint Louis, San Fran- 
cisco, Syracuse, Twin Cities (Min- 
neapolis-St. Paul). 

| Meetings: Annual, on national scale; 
monthly, in twenty-two Cities. 

| Publications: Year Books, monthly 

magazine, “The Controller,” spe- | 

| cial reports and pamphlets from | 
time to time. 

Governed, by National Board of 
Directors of twenty-one members, 
which meets monthly (except 
July), and an Executive Commit- 
tee of five, which meets on call. 
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Scanning Controllership Scene: 











Profit Statement Sometimes Comes First 


Occasionally an annual report of a corporation comes to this 
desk showing the Profit and Loss Statement ahead of the Balance 
Sheet. Giving precedence to the Profit and Loss Statement is a 
change which is working itself gradually into annual corporate 
reports. This is probably in answer to the very natural question 
asked by, or prominently in the minds of stockholders—how much 
profit, if any, did my company make? Having learned the facts 
in answer to that question, the reader of a report arranged in that 
fashion will then concern himself as to the financial position of 
the company as presented by the Balance Sheet. It is a compara- 
tively small change, and possibly a minor point, but there does 
seem to be something that can be said in favor of this arrange- 
ment. 


No New Revenue Act? 


The time is growing short for the writing of a new 
Federal Revenue Act. Perhaps it will be held up so 
long that opportunity to comment on it and suggest 
changes will be curtailed by lack of time, owing to the 
lateness of the season. There is just a possibility, it is 
whispered, that there will not be a new act this year, 
which will have some advantages even though it would 
do away with the possibility of securing some desirable 
amendments. 


The Controllers Institute of America has given to the Securities 
and Exchange Commission its definition of the usual duties, re- 
sponsibilities, rank and authority of a controller, as developed and 
published six years ago. The commission desired this information 
for study in the light of recent spectacular cases in which irregulari- 
ties have been discovered—irregularities which would in all likeli- 
hood have come to light much earlier than they did if the boards of 
directors of the companies involved had defined the duties of their 
controllers in the light of modern practices, and had given their 
controllers commensurate authority. This is perhaps the real lesson 
to be learned from these happenings. This course of action by boards 
of directors would probably be much more economical than a pro- 
nounced widening of the scope of the work assigned to public ac- 
countants or consulting engineers, and perhaps more effective. 


Storehouse of Information 


Why should a controller, or his company, consult a high priced 
specialist concerning problems to which the controller could in 
all probability find the answer if he would ask other controllers, 
either directly or through The Controllers Institute of America? 
Consultation with other controllers individually, or in a small 
group, will very often throw light upon a proposed procedure or 
a planned line of action which will be very helpful. These ex- 
changes between controllers of information and experiences have 
been taking place regularly on a modest scale since The Institute 
was formed seven years ago. Controllers have found them very 
useful. This exchange should be expanded and thus made more 
useful to controllers. The information thus exchanged usually 
does not get into print, unless one of the participants thinks 
enough of it to report it to The Institute. As an alternative to 
conferring with another controller or controllers, inquiries di- 


155 


rected to The Institute will be helpful. They will receive prompt 
attention. The questions may be passed on to the man or men 
best equipped to answer them. The fact is that there is a vast 
storehouse of information within the membership of The Institute 
which may be tapped freely. Information for which companies 
might have to pay large sums, if it were obtained from public 
practitioners, may be had practically for the asking, from other 
controllers direct, or through The Institute. That is one of the 
most effective ways in which the organization may serve control- 
lership. This is an addition to the volume of information dis- 
seminated through The Institute’s publications and meetings. 


° 
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Developments In Field of Controllership 


Controllers have a greater opportunity this spring than ever be- 
fore to get together with their fellows to compare notes on recent 
developments in their field, as three regional conferences have been 
scheduled, one on the Pacific coast, in San Francisco; one in Cleve- 
land; and one in New York City. Since last fall The Institute has 
made a series of recommendations to the Treasury Department with 
respect to desirable changes in the Federal Revenue Act and in the 
regulations having to do with its enforcement; the spotlight has 
been turned on methods of checking, controlling, and valuing in- 
ventories for balance sheet and profit and loss purposes; on. the 
proportion of responsibility borne by controllers as contrasted with 
public accountants; on internal audit procedures; on the controller's 
status in his company; on the manner of his appointment or elec- 
tion; on the question whether he should report directly to di- 
rectors (the consensus of opinion among controllers appears to be 
in the negative on this point); on wage-and-hour problems; and on 
developments in the social security field, having to do largely with 
merit rating. These developments provide a wide field for discus- 
sion, and make it more desirable than ever that controllers attend 
at least one of these regional conferences. 


Punishment on Innocent Victims? 


Would it not be a most remarkable development if, because 
of the failure of a public accounting firm to unearth certain 
fundamental facts concerning an inventory and concerning ac- 
counts receivable, companies generally should find that their 
public accounting fees have taken a sizeable jump? So that their 
public auditors can widen the scope of their work? This would 
seem to be inflicting the punishment on the innocent victims. 
Public accountants are talking now about assuming some re- 
sponsibility for inventories, by test checking, and charging an 
additional fee for it. Companies with clear records extending 
over many years, which have always handled their inventory 
items themselves, and even the accounts receivable item, in their 
financial reports and accounting statements, will undoubtedly 
look with keen disfavor on, and resist, any effort on the part of 
public auditors to use this late spectacular case as a basis for 
demanding a wider scope than heretofore in their public audits, 
with accompanying higher fees. Indeed, the trend in the past 
decade has been to concentrate this responsibility more and more 
within the company, on the controller and his internal auditors; 
and to reduce, rather than enlarge, the scope of the public audit. 
A plain statement in the auditors’ certificate to the effect that 
they have relied on the inventory figure supplied by the con- 
troller, should suffice in the future as it has in the past. It is a 
procedure that has worked well. 
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| apes accountant knows that management needs 

COMPLETE data, QUICKLY. And every account- 
ant also knows that he can’t deliver complete data, 
quickly, when he and his assistants spend time on the 
wasteful process of re-writing, re-checking, posting, 
and correction of errors. 

The answer is DITTO. In effect, DITTO multiplies 
you and your people. Slow-ups vanish when Ditto’s 
speedy, photographically accurate reproduction takes 
charge of the accounting procedure. 


Ditto xz" 


2205 W. Harrison St., Chicago 





Because Ditto leads, 
Ditto offers both liquid 
and gelatin type dupli- 
cators. 


At right, above: Ditto 
eliminates payroll time- 
waste and error; time- 
keeper’s original record 
makes all subsequent 
forms, furnishes Govern- 
mentdata. Fullydetailed 
in “Streamlining Your 
Payroll Method.” Free. 
Send for it. Also send 
couponfor"'A New Trend 
in Accounting and Ac- 
counts Receivable.” 





GET THESE STUDIES— 
AND SAMPLE FORMS 


You owe it to yourself to read Wm. B. 
Castenholz’ monograph, ‘A New 

in Accounting and Accounts 
Receivable,’’ the four special Ditto 
payroll studies, and typical Ditto 
bayroll forms in office use today. Free, 
No hi. tee 


Gentlemen: Without obligation please send me: 
( ) Free Ditto Payroll Forms. 

( ) “Streamlining Your Payroll Method.” 

( 


) “A New Trend in Accounting and Accounts 
Receivable.” 


( ) Arrange a Ditto demonstration for me. 
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coordinate perfectly.Match Ditto duplicators with Ditto supplies for top results! 
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“Education must be self-achieved” 


* 


@ The “doctrine of self-education” is not 


preached by correspondence teachers only. 


There is a growing realization among educa- 
tors that the machinery of any of the various 
standard forms of training is of secondary im- 
portance; that results are achieved not by the 
teacher but by him who is taught; and that 
artificial measures such as terms, semesters, 
quarters, or years are worthless as indices of 
any particular amount of education. 


@ The adoption of the viewpoint that “educa- 
tion must be self-achieved”* emphasizes the 
individual’s will to learn rather than any one 
educational channel or teaching technique. 


Each of the standard training methods has its 
peculiar advantages and disadvantages, but 
these appear singularly unimportant in the 
light of the “self-achievement” doctrine. 


® Age, financial condition, family ties, or 
business responsibilities are factors usually in- 
fluencing the choice of an educational 
process. 


The high school youth is naturally pointed 
toward the university, the college, the com- 
mercial school, or a combination program of 
job plus training. 


The self-supporting adult of twenty-six or 
twenty-seven years naturally looks to corres- 
pondence instruction or the evening class. 


The choice, in any event, is usually the re- 
sult of circumstances rather than the conscious 
selection of any one educational process as 
superior to others. 


@ In thirty-six years of experience we have 
found marked satisfaction in dealing with the 
more mature group. 


Because they pay for training from their own 
pockets, they are eager to get value received. 


Because they are employed by day, they 
approach night study from a practical and 
realistic viewpoint. 


Because they are seeking knowledge for its 
own value, they are much more excited about 
learning than about degrees, diplomas, and 
certificates. 


@ Serving this adult group would be impossi- 
ble except on an individual basis. 


The individuals themselves, their ages, their 
capabilities, their experiences, and their edu- 
cational preliminaries are so widely varied that 
no practical value can be found in averages. 


@ Many of them are able and brilliant indi- 
viduals who, if adequate correspondence 
instruction were not available, might other- 
wise have been left behind because of their 
lack of the $2,000 in money and the four 
years of time usually considered necessary for 
a formal college education. 


*Quotations are taken from the thirty-third annual report of 
the Carnegie Foundation for the Advancement of Teaching. 


INTERNATIONAL ACCOUNTANTS SOCIETY, Inc. 


A Correspondence School Since 1903 
3411 SOUTH MICHIGAN AVENUE 


CHICAGO, 


ILLINOIS 








